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THE BUSINESS PROSPECT IN THE UNITED STATES ! 


Tur SHADOWS ON THE BUSINESS SUN 


Tue argument to be presented in the following leads out of 
the zone of demonstrable statistical fact into the twilight realm of 
speculative conjecture. The hope is that, by pausing to turn our 
backs for a short time upon facts about which we may speak with 
complete assurance and focussing attention upon suppositions and 
‘assumptions which rest upon a less secure foundation, a truer 
understanding of the current and prospective business situation 
may be achieved. 

The problems upon which it may be possible to throw some light 
are simple to state, but some of them are less easy of solution. 
Briefly, they are as follows : 

Why was the United States so extraordinarily prosperous 
during the five years 1923-27? Why did the total sum of 
prosperity decline measurably during the later months of 1927, 
bringing the volumes of goods that were being produced and dis- 
tributed to a level well below that which was achieved in 1926 
and evenin 1923? And why has unemployment become so serious 
that governmental agencies are investigating, that politicians are 
shouting aye and nay, and that the newspapers are featuring the 
bread lines on their front pages? Why, in a word, has there been 
hunger in the midst of plenty ? 

The decline in activity is the current fact, and therefore the 
one that should engage the lion’s share of attention. Only so 
much of the background need be etched into the picture as is 
necessary to disclose the reasons for the decline. 


An Heretical Decline 


Naturally, a falling off in business activity at this time would 
call for scant explanation if it had developed in an orthodoxical 


1 This article, by the editor of the Standard Trade and Securities Service of 
New York, was issued to subscribers to the Service on April 9, 1928. It is here 
reproduced by permission of the Service. 
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manner. But, instead, it has been an heretical sag. There would 
be no difficulty in explaining it by the tried and true old standards 
if it had been preceded by a sharp break or a steep increase in 
commodity prices, by a strain in bank credit, by the disclosure of 
dangerously large inventories, by that vague thing which is called 
inflation for lack of a better term, by a rapid increase in business 
insolvencies, or by any of the other generally recognised prophetic 
signals of economic distress. 

But none of these well-known beacons has been lighted. The 
national stage has been—and indeed still is—all set for prosperity, 
but instead, prosperity began to wane. It isn’t according to 
recognised principles. No wonder it is puzzling; no wonder the 
future is becoming increasingly more obscure. 

The Standard Statistics Company’s explanation of our recent 
prosperity is so lacking in complexity and prolixity, that it may 
seem almost childish to those who like to make things difficult. 
Assuredly it does not justify the elaborate investigations of the 
numerous European commissions and committees that have visited 
us during'the past few years, to dissect our body economic and to 
carry the diagnosis back with them across the Atlantic. 

We hold merely that the Americans have been more prosperous 
than the people of most other nations because they have had more 
goods to distribute among themselves; that the Americans were 
relatively more prosperous in, say, 1927 and 1926 than in earlier 
years because the secular trend of production has been rising 
considerably more rapidly than the population curve; that it has 
been possible for us to increase our physical output at such a rapid 
rate because of the adequacy of our natural resources; because 
we have commanded the necessary capital; because we have been 
developing and applying our stores of technical knowledge at an 
inordinately rapid pace; and because of the merchandising 
policies which have been adopted. 


Increase in Production 


The first article in this premise, at least, is susceptible of 
statistical proof. And perhaps also, as the discussion proceeds, 
other of the articles in the premise may at least be partially 
substantiated by economic analysis. 

The accompanying chart depicts the Standard Statistics 
Company’s index of the volume of industrial production in the 
United States since 1900. This is not a forecasting nor a baro- 
metric curve. It merely reports production facts, in terms of 
volume. The straight line passing through the production curve 
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is our mathematical computation of trend, or long term normal. 
The lower straight line reports the curve of population over the 
same period, and is charted upon the same scale as the production 
curve. 

The annual average increase in the production normal during 
the 28-year period 1900-27 has amounted to about 3 per cent. 
The annual average increase in population throughout the same 
period has been about 14 per cent. We have been abnormally 
prosperous during recent years (except for a brief period in 1924 
and since October of last year) because the actual volume of the 





Trends of Production Volume 
and Population Compared 

















‘Standard ladex of 











Trend of 

y Population 

150) | 50 | 

125. 25 
1900-1904 1905-1909 1910-1914 1915-1919 1920-1924 1925-1929 



































product we have had to consume has averaged well above com- 
puted normal. Conversely, a period of depression would have 
been reported by a production curve which would have averaged 
below normal during the greater part of recent years. 

This recent period has been different, in many important 
respects, from any other period in our economic history. Let us 
now seek to isolate some of its most distinctive characteristics, 
hoping therewith both to explain it in some measure, to throw 
some light upon the recent decline that has occurred, and to lay 
the basis for forecast. Although not limiting ourselves to any 
particular time period, we shall mainly have in mind the half 


decade which has followed the great depression of 1920-22. 
N2 
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Bulwarked by Abundant Bank Credit 


Above all else we must remember that throughout this period 
American business has been working hand-in-hand with a sound 
banking and credit system. Doubtless we deify our Federal 
Reserve too abjectly, imputing to it omniscience and magical 
powers far beyond its real capabilities. 

But the fact remains that the system has functioned beautifully 
during the past few years, that at different times it has expanded 
and contracted credit rather painlessly, that there have been no 
recent periods of real credit strain, that all of the money and all 
of the bank credit which legitimate business either needed or 
desired has been continuously available, and at rates which 
imposed no financial penalty. 

Probably the story would have been different had our supply 
of gold not been steadily increasing to the point of redundancy. 
But it is still true that we have had an ample supply of cash and 
credit capital, favourable credit conditions, and an absence of 
credit strain. We could not have been so prosperous otherwise. 


Effects of the Low-Inventory Policy 


Of no less importance is the fact that business has been develop- 
ing a new inventory policy—a low-inventory policy. This is such 
a well-known fact that it calls for no proof and scant analysis. 
But it has countless ramifications, some of which we may note in 
passing. 

It goes without saying that one reason why prosperity has 
endured is because at no time during recent years has there been 
an unmanageable mass of inventory overhanging the markets. 
A few lines have at various times developed stocks of goods that 
were much too heavy, and have therewith promptly surrendered 
their prosperity for the time being. But the majority of lines 
have consistently remained on a low-inventory basis, and have 
for that very reason avoided serious marketing difficulties. 

Yet the light inventory policy is unyieldingly intertwined with 
a great number of residuary and corollary policies. To name 
only a few of the most important : 

(1) Habitual low stocks must inevitably mean manufacturing 
over-capacity—perhaps gross over-capacity in many cases. 

No one ever made any sizeable profits or cemented any volume 
of customer good-will by turning away orders. The big manu- 
facturing concern especially, not only as a means of holding its 
old customers, but likewise as a bait for the prospective ones, 
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must be able to supply all of the goods that are wanted as they are 

wanted. There are two principal ways by which this end may 
be achieved: either by carrying ample stocks, or by possessing a 
supple productive mechanism which can be accelerated very 
quickly when occasion requires. American business has for the 
time being apparently elected the latter course. Instead of 
carrying stocks to absorb peak loads, it carries excess manu- 
facturing equipment for that purpose. 

(2) Excess manufacturing equipment, in turn, creates another 
problem. Equipment costs money. Once purchased, the less it 
disgorges the more it costs, and conversely the more it disgorges, 
the less it costs. No manufacturer is gratified when his fine 
equipment sinks to the lowly status of the old grey mare out in 
the barn, standing there eating her head «ff. So he tries to 
stimulate demand through merchandising policies—anything to 
keep the steel monsters busy. The result is volume production, 
the ramming of goods down consumers’ throats (whetlier or no), 
usually falling prices, and always a tendency towards increasing 
the total volume of goods which society will have to divide among 
its various members. 

(3) But the big volume policy is at certain times more of a 
beautiful ideal than a practical achievement. During recent 
years it has been successful more often than not, as the production 
index reports, but there come times, now and then, when con- 
sumption falters and quakes under the strain that is being placed 
upon it. Mild cases of indigestion ensue—sometimes in this line, 
sometimes in that one, sometimes in the majority of lines 
coincidentally. A diet of milk and raw eggs becomes temporarily 
necessary, with the roast beef and the fancy desserts banished for 
a while. 

(4) At the same time, it must be obvious that the low stock 
and big capacity policy, subject as it is to varying degrees of 
success at various times, must likewise mean dealing somewhat 
ruthlessly with labour. In the golden age of American industry— 
and everyone understands that any age except the immediate 
present is the golden age—the ideal was to level out seasonal and 
cyclical peaks by producing for stock when things were quiet. An 
even tempo of operation was the end which was sought. 

All of that is gone with the low stock policy. Labour must go 
and come as demand rises and falls. Some means will always be 
found for keeping the most skilful workmen busy most of the time, 
but a greater marginal supply that we were formerly accustomed 
to in times of prosperity must constantly be in a state of flux— 
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working one month, standing on the street corner the next 
(figuratively speaking). 

One of the most shocking things in American business to-day 
is a visit to Detroit or Akron when the automobile, the automobile 
accessories and the tyre industries are coincidently in one of the 
recurrent doldrums. No less shocking is the fact that, apparently, 
tens of thousands of workers have come to accept this kaleidoscope 
laying off and laying on as inevitable, as an integral part of the 
present-day scheme of things, and as something about which 
nothing can be done. 

(5) The low stock and big capacity system has made it feasible 
to dispense with the services of many jobbers, distributors and 
wholesalers. One of the chief former functions of the middleman 
was to carry stocks. Those who have been so displaced have been 
obliged to otherwise engage themselves (if possible). 

(6) The same policies have reduced the fluid working capital 
that business requires, but doubtless have increased fixed or total 
overhead charges, although, of course, have not increased wnit 
overhead costs. There is some basis for the assumption that the 
reduction in necessary business working capital may, to a certain 
extent, have helped to finance the increase in physical capacity 
which has been achieved. 

It may be well to point out that the low stock policy has not 
yet had its test by fire. As will be shown later, it has been 
prosecuted during a period when the major trend of commodity 
prices has been downward. No one knows whether the policy 
would endure on a rapidly rising price curve, when earnings would 
be increasing as the volume of stocks increased. The potentialities 
are not pleasant to contemplate. With industry’s current 
capacity and efficiency, if a wave of rising prices should dictate the 
wisdom of greatly increasing the size of inventories, we could have 
stacked up, in a relatively short time, a mass of goods more 
menacing even than came into sight when the post-war boom 
collapsed. 


Problems of Production and Selling 


We may now leave the problems of inventories and their 
numerous ramifications for the time being, and turn to a few of 
the other recently matured aspects of our current business 
structure. Business is conducted for profit. When a corporation 
finishes its quest for profit it liquidates; when an individual 
becomes no longer interested in gain he turns philanthropist. It 
is an a priori assumption that every business concern exists 
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xt primarily for the purpose of winning profits, and more profits, and 
still more profits. 
ay Speaking by and large and unromantically, therefore, every 
ile basic business fact must always be geared, some way, somehow, 
he to the profit incentive. Few business concerns are satisfied with 
ly, stable profits; most wish expanding profits; none is humiliated or 
pe oppressed by a shameful sense of sin when the expansion is rapid. 
he There are many royal highways to the Arcadia of enlarged 
ch business profits. Among the most classical types of effort in this 
direction is the attempt to increase the volume of goods produced 
le or handled ; or to accelerate rapidity of turn-over; or to increase 
1d. selling price and therewith take the differential out of the con- 
mn sumer’s hide. The latter line of endeavour reached its zenith in 
on this country with the hour before the dawn of the trust-busting 
era. Failing achievement along any of these simple routes, a 
al reduction in costs becomes effective. 
al It is our judgment, quite unsupported by statistical demon- 
at stration, that next to the constant scramble for greater volume 
e American business during the past five years has devoted more 
n attention to cost reduction than to any other factor in the profits 
y equation. There are likewise grounds for the assumption that 
greater headway has been made in this direction during recent 
t years than in any preceding period of similar extent in American 
n economic history. 
The Fight Against Costs 
1 In most cases it has been impossible to permanently increase 
3 selling prices. Over-capacity and the unremitting endeavour to 
( make that capacity disgorge as great a volume of goods as the 
> markets can be bludgeoned into swallowing, are not consistent 
} with run-away commodity prices. So we have witnessed the 


we 


phenomenal spectacle—unbelievable a few years ago—of rising 
prosperity on a generally declining price level. Indeed, para- 
doxical as it may seem, falling prices have given one of the 
evidences of our prosperity. 

Costs are the natural and the eternal enemy of profits. They 
become all the more diabolical and iniquitous when commodity 
prices are sagging. By necessity as well as by choice, business 
has been forced during recent years to wage an unremitting battle 
to get costs lower. 

Business has not cut selling costs—indeed, it appears to have 
generally increased them, and in some lines to have increased them 
at such a rate that grave doubts are being raised. 
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Modern competition not only comprehends the struggle for 
consumer preference, but it comprehends cost competition as well. 
Market price more or less takes care of itself; the individual 
producer or distributor, operating in a free market, can do little 
or nothing about the price at which his goods will sell. Thus a 
Firestone tyre of a specific size, containing a given amount of 
rubber and cotton, sells on about the same price basis as a Good- 
year or a Fisk or a Seiberling tyre. Ward’s 11l-ounce loaf of 
bread sells at the same price as Cushman’s 11-ounce loaf. General 
Electric Company’s dynamos, of given size and delivering a 
certain standard of performance, sell for about the same as those 
of Westinghouse. All of this is essential in conditions of true 
competition. 


Low Costs—Wide Margins 


It goes without saying, then, that in any competitive market— 
and the average American market is really a competitive one— 
the business establishment that will enjoy the widest margin will 
be the one which enjoys the lowest costs. 

Modern business worships its machines—and the term is here 
used in its generic sense, as a name for any type of mechanical 
apparatus that replaces work done by the human hand, rather 
than in its strictly technical sense. The efficiency of the machines 
themselves, the intelligence with which they are operated and 
arranged, will often have the final word to say in a given industrial 
concern’s annual profits. 

The president of one of the largest specialty manufacturing 
concerns in the country a few weeks ago told us that machine 
replacement constituted the largest single element in his operating 
costs. He asserted that, in theory at least, his company would 
retool its entire establishment over-night if it could be demon- 
strated that it could materially reduce long-term costs by so doing. 
Many times in recent years, he said, it had been found feasible to 
scrap machine equipment which was less than a year old. 


The Machine Tradition 


Now the best of all machines, in the traditions of a profits 
economy, are those that will produce the greatest volume of 
product with the least amount of labour. Visualise, for a moment, 
a mechanism which requires ten operators, and turns out, say, 
1,000 units per day. Obviously, it would be good business policy 
to replace that piece of equipment with a faster one which would 
turn out, say, 2,000 units a day. Or it would be similarly wise 
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to replace the old machine with a new one which, although it 
would continue to turn out only 1,000 units a day, could be 
operated by five men instead of ten. But most handsomely of 
all it would pay to replace the existing ten-man-1,000 unit 
equipment with a five-man-2,000 unit one. 

Here we have touched upon one of the most vital facts in our 
present economic structure; one which is so plainly beneath our 
noses that its importance is often overlooked. 

The steady increase in the effectiveness of our mechanical 
equipment, of course, has to no small degree been responsible for 
the expansion in the total volume of our product. But at the 
same time there is ground for the belief that this same fact has 
likewise been partially—although by no means wholly—responsible 
for the unemployment which now exists. If a more efficient 
machine does not actually result in a reduction of labourers in 
the X YZ Corporation’s shop, it is quite likely to result in displace- 
ment of workers in the ABC Corporation’s shop, assuming that 
the latter concern directly competes with the former. 


Displacement of Workers 


Those workers who can retain their jobs as science makes 
industry more efficient are happier, economically, than ever before. 
Their employers can afford to pay them higher wages, and with 
total output increasing while prices tend mainly downward, their 
purchasing power rises correspondingly. 

Some of the workers who lose their jobs in the efficiency 
shuffle are absorbed in new or in other growing industries. But 
the transition period is always painful and, sometimes, over short 
periods, it becomes tragic. In the long run there is no escape 
from the conclusion that society is greatly benefited by lower 
industrial costs and accelerating industrial efficiency. But in the 
short-term view our brilliant technical achievements appear to 
be developing some of the gentle cannibalistic traits of Franken- 
stein’s monster. 

An Era of New Inventions 


The reduction in costs by competition among machines is all 
part and parcel of the fact that in the present business era our 
technicians are more numerous, more effective, possess a greater 
body of knowledge and are applying that knowledge more 
successfully than in any preceding era. This is an age of matchless 
marvels in discovery and invention. During a single week 
recently one read in the news columns of the New York Times 
accounts of Bill, the mechanical man invented by a scientist at 
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the Westinghouse Co.; of a new motor said to develop power from 
the force of gravity; of a process for transmitting power by wire- 
less; of further developments in televox and television; and of a 
device by which motion pictures can be taken at the rate of 
20,000 per minute. 

One captain of industry tells us that his staff sees scores of 
inventors every day; 99 per cent. of them are cranks and 
nuisances, but they must all be seen, so that the 1 per cent. with 
a valid idea can be negotiated with. 


The Army of Engineers 

This is an age of engineers. Our colleges keep pouring them 
out by the thousands every June—mechanical and electrical 
engineers, hydraulic engineers, irrigation engineers, chemical 
engineers, efficiency engineers, production engineers, and so on 
down the long, long line. The bounteousness of the supply is 
attested by the wages at which the engineers begin their careers. 
Successful corporations can afford to have them in droves, and 
once in the industrial legion, their progress from privates to 
corporals to sergeants to lieutenants and so on up to major- 
generals in the army that has been enlisted to battle with costs 
becomes merely a matter of their individual capabilities. 

American society owes much to its colleges, but for our 
material happiness we probably owe more to our engineering 
colleges and departments of chemistry than to any other branch. 
This is not to say that engineers and chemists have become as 
important as sales managers in our profits economy, because sales 
manager aces who can really move the goods are probably much 
more scarce than expert scientists. 

But it is evident that the scientist is one of the keystones in 
our current business structure; that his work is not only to create 
new things but to devise means of making the old things more 
cheaply; that the corporation which pays him his salary must 
measure his usefulness on this utilitarian basis, nine times out of 
ten, and that if he is really useful (in the corporate view) his 
achievements must not only bring about profound readjustments 
from time to time, but must likewise be constantly occasioning 
pain to those whose services or products may be dispensed with as 
transition from one cost level to another occurs. 


Selling Methods 


Reference to the functions of the sales manager in the fore- 
going suggests another essential characterisation of our current 
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business structure. This is an age of expert, scientific mer- 
chandising. Any corporation which produces or handles con- 
sumers’ goods, if it can command the right type of merchandising 
brains, and if it has the ability and the courage to throw enough 
money into the breach, stands a very good chance of success in 
forcing the American consumer to buy its product in volume. 

Old Gold cigarettes constituted last year’s best example. An 
old line tobacco company found that it did not possess a best 
seller. It now has a best seller. Merchandising did the business, 
and that statement does not disparage the merits of the product. 

A year earlier there occurred an even more brilliant mer- 
chandising achievement. A certain proprietary medicine com- 
pany producing a compound which was being principally used as 
a gargle, made the revolutionary discovery that this same product 
helped both dandruff and halitosis. Sales volume therewith 
measurably increased. 

These are only two examples of the thing that we call successful 
merchandising. Hundreds of others could be cited. The point 
is this: modern merchandising efforts achieve something more 
than the creation of the desire for a product; they can, indeed, 
force consumers in vast numbers to purchase the product. 


Costs of the New Methods 


There are those who, defending present high sale costs, say that 
this has been one of the factors in extending the total volume of 
our physical product. Perhaps they are not far from the truth. 

Many business men of the more conservative school look 
askance at the wasteful methods of distribution which are 
developing—and at the apparent success of these methods. The 
truth is that the experiment has not yet had a conclusive trial. 
Before condemning it we should watch further. The only basic 
economic question is whether the creation of irrepressible desires 
by costly selling programmes contributes in the long run to the 
general economic welfare; there is no question whatsoever but 
that up-to-the-minute merchandising has contributed enormously 
to the profits of certain individual corporations. 

In either case, high-pressure selling is a current business fact 
which must fit into all of our analyses. We cannot lose sight of 
the truth that by scientific selling people can be made to desire 
and to buy certain kinds of goods, making payments from past, 
current or future incomes as the case may be, and that the total 
sum of the product which we exchange among ourselves may have 
been profoundly affected thereby. 














186 THE ECONOMIC JOURNAL [JUNE 


Not Applicable to All Lines 


Steam valve merchandising is not a general but a specific fact. 
It is applicable to virtually all types of consumers’ goods, and to 
certain types of producers’ goods, but not to raw materials. 

All of those who produce or handle goods to which it is 
applicable do not employ it. All who try it do not employ it 
successfully. Varying degrees of success in big-scale mer- 
chandising programmes, therefore, create great irregularities in 
the prosperity of different corporations; create rapid and arti- 
ficial shifts in demand which bring not only triumph to some but 
hardship to others. 

Raw material producers, of course, are greatly at a dis- 
advantage in a programme of strong-arm merchandising. 
Stimulation of buyers’ preference for a given good mainly means 
brand specification. You may be quite certain that you want a 
General Motors automobile, but you do not care a fig whether the 
United States Steel Corporation or the Bethlehem Steel Cor- 
poration rolls the sheets for the body and fenders. 


The Meaning of Abundant Capital 


Bearing upon all of the foregoing has been the abundance not 
only of banking capital, but of privately controlled capital. The 
personal consumptive habits of those who derive large profits from 
business enterprise are, after all, rather closely limited. Even 
the number of steam yachts and Rolls Royces and country estates 
and pairs of silk underwear which a given individual can enjoy are 
relatively few. Somehow, some way, the lion’s share of the profit 
which business returns in any given year gets back into business 
itself, for the simple reason that there is not much else to do with 
this surplus. 

Competition of Capital 

So we have another kind of competition—competition of 
capital. This type of competition always asserts itself most 
conspicuously in the security markets. If it doesn’t appear 
feasible to start a new factory or a new store, you can always buy 
an interest in an existing factory or store from someone else. You 
buy, of course, at rising prices in a period of prosperity—indeed, 
the rising security prices themselves are to no small degree pre- 
dicated upon the eagerness of A to buy B’s interest in what 
appears to be a good proposition. 

So successful business concerns have become enormously high 
priced. A simple computation which we recently made reveals 
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that the total market value of the outstanding securities of 
twelve leading industrial concerns amounted to 4-2 billions at the 
beginning of 1923 and to 5-0 billions at the beginning of 1925, as 
compared with 10-6 billions at the present time. Thus current 
valuation of the securities of these twelve conspicuously large 
corporations is respectively 155 and 113 per cent. greater than at 
the beginning of 1923 and 1925. 


Lower Return on Capital 


The owners of industry are, of course, finding themselves, 
under prevailing conditions, obliged to accept a lower return upon 
their capital than in former years. There is, we believe, a funda- 
mental tendency in this direction, and this tendency is likely to be 
further accentuated over a period of time. That is one of the 
reasons why the Standard Statistics Company is optimistic as to 
the long-term outlook for the prices of high-grade bonds and high- 
grade preferred stocks. We believe the high-grade investment 
security structure to be now upon a permanently higher level, which 
will not be greatly lowered unless thoroughly unsatisfactory 
conditions in the money market eventuate. 


Putting Profits Back into Business 


Surplus funds compete not only for the ownership of business 
enterprise, but in the extension of enterprise. But in this field of 
competition it is the wndivided surplus which is the most potent 
foree—and by undivided surplus is meant that portion of a 
corporation’s profits which is retained in the business rather than 
disbursed to security owners. 

For large and successful corporations taken as a group, we 
estimate that in a year of normal prosperity from 35-40 per cent. 
of net profits are withheld from bond and stock holders to be 
reinvested in the business itself. Several past years of adequate 
profits have made this annual sum which is withheld bulk very 
large, both actually and relatively. It has been an item of 
transcending importance in extending the capacity and the effec- 
tiveness of our business mechanism, and of developing it further. 

There is one school of economic thought which holds that one 
of the principal factors in-bringing any period of prosperity to a 
close is the tendency to over-capitalise business—that is, to invest 
such great sums in capital goods that the resultant flow of con- 
sumer goods must ultimately become too great for the markets 
to carry. Remember, however, that this premise was framed 
before the era of high-pressure salesmanship. While no cautious 
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person cares to risk the penalities of flatly disputing it, it must be 
confessed that, in the light of our knowledge of the present scheme 
of things, the theory must be re-examined with at least a mild 
leaning towards scepticism. 


The Size of Profits 


In the preceding, reference has been made in several instances 
to the fact that business profits have been adequate in many cases 
during recent years. Perhaps one will demand just a little proof 
along with the statement of the fact. There is not space here 
available to demonstrate the proposition in all its varied aspects, 
but there is one short cut which will at least suggest the under- 
lying truth. 

Corporate profits are most frequently reported to the invest- 
ment public in terms of earnings per share of common stock. And 
as is well known, many business concerns do not like to appear to 
be earning too much, so they have a sly habit of befogging*the 
situation by stock dividends, stock splits, changes in par value of 
stock, etc. 

Some time ago the Standard Statistics Company began a 
series of computations designed to show what a number of con- 
spicuously successful industrial corporations would actually be 
earning per common share at the present time if the common 
stock unit had remained the same since the year which witnessed 
the beginning of the Great War (1914). 

We are not yet ready to.make a complete report. But a few 
preliminary computations are available. These show that, if 
the unit value of the common shares of the following corporations 
had not been changed from one to half a dozen times during the 
past fourteen years through stock dividends, splits, etc., 1927 
earnings per common share ($100) would have been reported in 
these terms : 


1927 Earnings 
per 1914 Shares. 
Case Threshing Machine , . . . $37 
United Fruit . " ? , , ‘ ‘ 41 
South Porto Rico Sugar . . : ‘ . 45 
Sears, Roebuck ; ; ; : ’ ‘ 63 
Woolworth . ‘ , ; : : . 71 
Firestone Tyre ‘ ‘ , ‘ , . 339 
Nash Motors . : : . , , . 4151 
General Motors ‘ ' ‘ ‘ , 4g 


1 At least $415. Company was organised in 1916. 
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The Increase in Equity 


These figures, of course, do not report the growth in the 
profits of business in the aggregate during the past fourteen years, 
because they are for concerns which have been especially successful 
rather than for the average corporation. But they do serve to 
illustrate, even though perhaps in exaggerated terms, the principle 
here under consideration. 

Successful corporations have increased their profits so 
spectacularly because of the growth in their equities. By con- 
sistently ploughing a certain percentage of profits back into the 
business, it has been possible to greatly increase capacities for 
production or distribution, therewith making profits yield still 
greater profits. 

But note that the increase in equity is fundamental to the 
conception. A given business, to make its profits produce still 
greater profits, must either increase the volume of goods that it 
handles or decrease its unit costs. The increase in volume can 
to a certain extent be absorbed by a rising standard of living; 
often, however, a portion of the increase comes at the expense of 
someone else. If the increase in profit comes solely by decreased 
unit cost, here again someone more often than not must pay the 
piper. In any event, the growth of the profits of large and 
successful corporations almost always dictates certain readjust- 
ments as between all corporations competing for the same market, 
and must therefore usually have a painful as well as a constructive 
aspect. 

Certain other essential developments which have had an 
important bearing upon the level and the trend of our prosperity 
curve during the recent past may be cited very briefly, without 
the necessity for extended collateral analysis. 


Era of Consolidations 


We are in an era of business consolidations. Occasionally, 
of course, only the bankers who float the securities profit by 
consolidations. But in virtually all cases the original intention 
of the industrial parties to the consolidation is an increase in 
aggregate profit by a decrease in aggregate costs. This usually 
means a reduction in the total number of workers employed after 
the consolidation has been accomplished. Often it means 
increasing mortality among the small competing concerns which 
cannot successfully compete on a cost basis with “‘ big business.” 
The chain store movement is only another aspect of the con- 
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solidation movement. The chain stores do not absorb existing 
stores so much as they establish new competing units. The net 
result is the same: rising mortality among the less efficient 
retailers, which is fine for society because it reduces retailing costs 
and presumably retail prices, but hard on the inefficient retailers. 


New Industries 


We are in an era which is experiencing both the birth and 
development of many new industries, and rapid shifts in the old 
ones. Creation of a demand for radios at first diminished the 
demand for victrolas and pianos, just as the earlier creation of 
the demand for victrolas and piano-players had diminished the 
demand for piano lessons. The billions of dollars that we now 
spend annually for new automobiles, for automotive repairs, 
replacements, fuel and garages, provide several million workers 
with the means of livelihood and several thousand corporations 
with excellent net incomes; but beyond any doubt this new and 
growing field of expenditure represses our demand for the products 
of certain other industries. Good for the automobile people, but 
as bad for the corn and horse growers as bobbed hair is bad for the 
hairpin people. 

As a further example, a new type of textile industry has been 
developing in the South, probably more scientifically located than 
the New England textile industry, and likewise probably more 
efficient. Good for the South; bad for New England. 

We have had a constant fight against fuel costs, taking the 
form of greater efficiency in fuel utilisation, accompanied by a 
decreasing volume of demand for certain types of fuel. On top 
of this there has been chronic over-production of the fuel that was 
needed. Fine for the consumers of fuel; not so good for the 
producers. ‘ 


Summary and Outlook 


Need one extend the category further? The heart of the 
whole matter is this: The trend of aggregate production in this 
country is more rapidly upward!than is the trend of population. 
This means a rising trend of material happiness, for the simple 
reason that it means a greater aggregate physical product to 
divide among ourselves. 

But the slope of the production curve is not uniform in all 
lines of business. There has been a rapidly rising trend in some 
lines, a more slowly rising trend in others, a horizontal trend in 
still others, and in some cases even a declining trend. These, in 
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conjunction with other factors, have necessitated grave readjust- 
ments as between various lines. 

The torrent of new inventions, the success of the scientists in 
reducing costs, have likewise occasioned not only readjustments 
as between various industries, but as between employers and 
workers, and as between individual competitive corporations in 
the same line. ; 

Is there any wonder, then, that from time to time the tempo 
of general business activity, under such complex conditions, 
becomes discordant? There should not be. The marvel is that 
when things get out of joint the effects are not even more serious 
than they actually have proved to be in recent years. 


Necessity for Broad Readjustments 


The Standard Statistics Company believes that to a con- 
siderable extent the decline which occurred in general business 
activity last year was stimulated by the fact that -necessary 
readjustments in a swiftly changing business order have slowly 
become cumulative, and have asserted themselves with particular 
violence at this particular time. The drop has been accentuated 
by other developments of a temporary and transient nature 
(floods, strikes, etc.), and of course many other factors which 
could not even be suggested here also have been contributory. 

But we believe it probable that the most influential single 
factor has been the cumulative effects of some of the basic develop- 
ments which have been alluded to in the foregoing. 

We come, then, to the forecast. 

This country is rich beyond the wildest dreams of any other 
people that has inhabited our planet. It has become astoundingly 
prolific, mechanically. It has been building up a vast store of 
technical knowledge as the fecundity of its mechanical equipment 
has increased, and is each year training more and more technicians 
both to apply this knowledge to material things and to increase 
still further the common: store of technical knowledge. 

Barring a money stringency, barring inflation in bank credit 
or commodity prices, barring an unexpected national disaster 
such as a great war or a general crop failure, we see no reason why 
our people should not go on, over a period of years, increasing the 
volume of their product more rapidly than their own numbers, and 
therefore increasing the total sum of their material welfare. 

This means that we regard the recent decline in activity as in 
the main a temporary one—a rather violent ripple across an 
established trend line, but one which should be later succeeded by 
No. 150.—voL. XXXVIII. ) 
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a corrective rise in the business curve. There is nothing at all in 
the basic determinants of business which validates the assumption 
that the recent decline in activity marks the initial stages of a 
period of real depression. Such readjustments as a changing 
business structure have necessitated in the past have always been 
made, in the fullness of time, and there is no reason to assume that 
they will not be made in the future. 

The current period of indigestion may be more prolonged than 
other similar ones during the past few years have been. Business 
may be mainly quiet fo. a number of months to come, and may 
or may not sag off somewhat farther later on this year. But we 
hold that business can1 +t become seriously depressed so long as 
our credit situation re. ‘ins as strong as it now is, and that, 
granting a continuance of this favourable credit condition, it is a 
question of months rather than years until the corrective up-swing 
announces itself. 

The only danger point of immediate importance which we can 
discern is the speculative situation; the props beneath the 
speculative price structure appear to be steadily growing less 
secure. 


La™ ice H. SLoan 
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THE LIBERAL INDUSTRIAL REPORT ? 


THE short-lived Ministry of Reconstruction, and the move- 
ment of which it was the official embodiment, was an illuminating 
episode in the relations of State and industry. Its objects were 
so wide and its achievements so small. There seemed ample 
justification for its creation; the war had ‘nvolved great changes, 
and the return to peace would involve changes equally great ; 
society was plastic, and the war experieiice seemed to prove that 
Government had the power to mould it. Yet little or nothing 
was achieved; on the contrary, an uncontrolled frenzy of specu- 
lation and profit-making was succeeded by an unprecedented 
depression, which Government did little to prevent or mitigate. 
It was not for want of proposals that reconstruction was held 
up; the variety and range of schemes put forward was the 
difficulty. It was the lack of driving force for any programme. 
There were only tw —>urces from which such driving force might 
have come. One was the Government of the day, which, with 
the most benevolent intentions, was more than fully occupied 
in negotiating a peace treaty and adjusting the relations of this 
country with the rest of a disturbed world; the other was an 
instructed and widespread public opinion, that might have 
directed to possible projects such attention as Government could 
spare for domestic reconstruction. For the latter to be created 
inquiry was essential, and the necessary inquiry had not been 
made. No authoritative commission or committee had attempted 
a survey in the detail that reveals urgent and practicable reforms. 
With the depression the need of such inquiry was gradually 
realised, and much has been done; it is hard to believe that 
Government policy would not have been different if the reports 
of the Colwyn and Balfour Committees, the Agricultural Tribunal 
and the Samuel Commission had been completed and co-ordinated, 
say, by the beginning of 1923. As it is, the first serious attempt 
to survey the position and needs of British industry after the war 
as a whole is the work of a private and unofficial body, and 
appears in the tenth year after the war ended. 

A report that bears a party label is inevitably suspect. There 


1 Britain’s Industrial Future, being the Report of the Liberal Industrial Inquiry 
‘Ernest Benn, Ltd., London, 2s. 6d. n>t). 
02 
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is very little to justify such suspicion in the present report. The 
survey of facts is, within its limits of space, as thorough and 
impartial as that of any of the official inquiries I have mentioned ; 
politically it could have been made much more effective if it had 
been less scientific. The conclusions and proposals arise logically 
from the survey ; they equally would have gained in electioneering 
appeal if they had been confined less severely to what is possible 
without any breach in the orderly development of industrial 
society. The report is much better reading than most blue- 
books. Although it is a composite production, it bears few marks 
of compromise, reveals few concessions to particular interests. 
It has taken a wide reference and attempted to lay down the 
lines of policy for a generation, without the texture of its argu- 
ment and documentation ever wearing thin. The nearest 
parallel to it among modern inquiries is perhaps the minority 
report of the Poor Law Commission of 1909; like that, whatever 
its influence on policy, it puts the discussion of certain big prob- 
lems on a new plane, and provides a new starting-point for debate. 

A formal answer to the allegation of partisanship is suggested 
by the reception of the report. The spokesmen of the Labour 
Party accused it of plagiarising their policy; the Conservative 
Press represented it as a collection of commonplaces on which 
everyone was agreed. This unanimity on the broad outlines of 
economic reform has a significance to which I will refer later; 
but this prompt and whole-hearted acceptance of the report did 
not probably survive the reading of it. 

The inquiry falls into four main parts : a survey and criticism 
of the direction and organisation of British industry; a study of 
the problem of industrial relations; a programme of national 
economic development directed to relieving the special problem 
of unemployment due to the war; and a criticism of national 
finance. A short introductory statement attempts to differentiate 
(without striking success) the Liberal standpoint from that of 
the respectable elements in the other parties; there is a skilful 
and very readable summary of conclusions in 36 pages at the end. 
The scale of treatment can be gauged from the length of the 
volume—about 200,000 words, including 41 tables. Exposition 
and criticism of its contents might—and probably will—occupy 
many times its own space; here all that can be attempted is to 
indicate the more novel and important conclusions and point 
out certain qualifications and criticisms that they suggest. 

The first two books deal respectively with The Condition of 
British Industry and The Organisation of Business. The dis- 
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tinction between them is, however, not so much that one is a 
survey of fact and the other a series of proposals, as that the 
first deals with the direction and results of industry and the 
second with its structure. There are signs in the treatment of 
the former either of differences within the committee or of the 
necessities of a third party, concerned to define its position 
against parties of the left and the right. At one time the achieve- 
ments of industry as conducted in the nineteenth century are 
stressed to confute revolutionary critics, at another its failure to 
meet the needs of the twentieth century are urged against Con- 
servatives. The final position is, however, logical enough—that 
no revolutionary change is called for, but that a change has taken 
place in the last generation: the material progress of the nine- 
teenth century has not been maintained, there has been a growth 
of discontent, British industry has seen its supremacy challenged, 
and a considerable re-orientation of industry is necessary. The 
features of the post-war situation stressed are; first,-that the 
depression is not due solely to the war, but is the outcome of 
tendencies apparent before the war; that it is not general, but 
concentrated on the great export industries, which are conserva- 
tive in their methods and deprived of many of the comparative 
advantages that explained their former predominance in British 
economy; other exports are not supplying their place, so that 
the present export of capital is carried on by borrowing short 
and lending long—a dangerous procedure. Recovery, therefore, 
must be looked for at home rather than abroad, and must be 
stimulated by “‘ a bolder programme of home development which 
will absorb and employ the natural resources of capital and labour 
in new ways.” The importance of doing everything possible to 
assist the great export trades, both by relieving them of unfair 
burdens at home and by active co-operation in the policy of 
removing trade barriers abroad, is given full recognition; but 
the net result of the survey is to make a case for a programme 
of national development such as is set forth in Book IV. 

While this is the general trend of the discussion, the actual 
content is an admirable collection of statistical material, illumin- 
ated by many penetrating and epigrammatic comments, which 
has a value for readers who will not accept the general conclusion. 
The criticism that suggests itself is that inadequate allowance is 
made for the effects of the war. In consequence the contrast 
between nineteenth-century progress and _ twentieth-century 
stagnation is overdrawn; the achievement of industry in general, 
and the prospects of particular industries, are misconceived. 
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“In contrast with the progress of the nineteenth century,” we 
are told, the maintenance of real income at about the pre-war 
level ‘‘ must be counted a poor achievement after fifteen years 
of startling scientific advance”’; this in spite of a 10 per cent. 
reduction of hours and an extra 5 per cent. of unemployment. 
It is a matter of opinion, but, in view of the direct cost of the 
war and the greater indirect cost due to dislocation of trade, 
such an achievement might be regarded as remarkable. The 
contrast with America is beside the point, because America was 
hardly in the war; comparison with Russia or Germany would 
have been more relevant. It is true that most of the effects of 
the war were by way of exaggerating pre-war tendencies; but 
before the war British industry, including the export industries, 
was able to adjust itself to these tendencies without difficulty. 
Whether it will be able to do so again depends on the world’s 
recovery from the war; but it is arguable that the newer indus- 
tries that have expanded since the war offer no substitute. 
The report was obviously influenced by the prosperity of these 
newer industries. ‘‘ There is not to-day, and there has not been 
for several years, a general trade depression ”’; this in spite of an 
unemployment percentage of over nine among males, when the 
great export trades have been excluded. No allowance seems to 
have been made in assessing achievements and prospects for the 
burdens that handicap the export trades or the favours that the 
newer industries have received. The burden of rates and unem- 
ployment relief are emphasised and their removal recommended ; 
but it is not apparently realised that their differential pressure 
may help to explain the differential depression in these industries. 
On the other hand, the part played by selective protection and 
subsidies in the expansion of the prosperous industries is almost 
ignored. The explanation of the contrast is of importance, since 
the policy of national development is dictated to some extent by 
the assumed decline of the staple pre-war industries. 

The examination of the organisation of industry is penetrating, 
original and constructive. It would be useless to attempt a- 
summary of it; it is too compact and too important. By its 
detailed and statistical demonstration of the actual structure of 
industry, it reveals needs and possibilities that previous con- 
troversy has ignored, and puts the discussion of the relation of 
State and industry on a new plane. It wastes no time in abstract 
debate over the merits of Individualism and Socialism; but sets 
forth the actual extent of public operations of industry, and by 
so doing directs attention to the real problem that society has 
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to face—the constitution and conditions necessary to secure 
efficiency in the Public Concern. The figures of capitalisation 
given point to something like two-thirds of the capital in large- 
scale undertakings being already under some form of public 
control, either direct, as in the case of the Post Office or municipal 
tramways, or under special legislation, as in the case of the 
railways or the Co-operative Movement. The “ natural line of 
evolution ” is the creation of ad hoc statutory bodies for all this 
class of undertakings, paying a fixed rate of interest to the share- 
holders for their capital, and vesting control in a directorate 
constituted according to the needs of the service performed. 
Equally original and important is the demonstration of the quasi- 
public character that large joint stock companies have assumed 
even outside the field of public utilities, and the consequent 
proposals for the special regulation of companies, above a certain 
size, which have either passed out of the effective control of share- 
holders through the wide diffusion of ownership or have attained 
something of a monopoly position. The proposals are directed 
to securing greater publicity of accounts, and more expert boards 
of directors. The tendency to monopolistic combination is wel- 
comed, on condition that the Board of Trade is given power to 
investigate and publish the doings of monopolists. 

The analysis of the structure of large-scale industry is supple- 
mented by a statistical survey of the national savings and their 
disposition. Again the result is to reveal an unsuspectedly large 
proportion already under public control of one sort or another. 
As in the case of joint stock companies, proposals for an extension 
of Government action are confined to a limited and obviously 
practical suggestion; in effect, that the control at present exer- 
cised over the direction of new capital should be unified and 
canalised through a Board of National Investment. However 
sweeping some of their more epigrammatic criticisms of present 
arrangements may be, the committee’s attitude to actual change 
is sober and responsible enough to satisfy even the City editors. 
They are always content to let well alone, and are radical only in 
an unwillingness to ignore and let alone what is not well, however 
respectable it may be. For the further ordering of business, 
they propose a similar unification or co-ordination of official 
inquiries into economic conditions by an Economic General Staff, 
and they rely for the elimination of much unnecessary uncer- 
tainty and inefficiency, not to add dishonesty, on more adequate 
official statistics, more regular and prompt publication of them, 
and an improvement towards, if not up to, the American level 
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of unofficial business statistics. There is an interesting discussion 
of the recruiting of the higher ranks of industry, and a clear 
statement of a deficiency in private industry in the lack of any 
organ that can examine the affairs of an industry as a whole. 

Taken as a whole this Book II is the most illuminating dis- 
cussion of the relations of State and industry that has appeared 
in this generation. It deserves this description, because it 
analyses more clearly than any other I know the existing relation, 
and because its proposals are organic and designed to secure the 
desired development with least shock. If only the reading of it 
could be made compulsory, we might never hear the blessed word 
“‘ Nationalisation ”’ again. There are one or two points that 
invite question or comment, without, however, affecting the 
argument. It is less than fair to English Socialists to describe 
“the divorce between responsibility and ownership worked out 
by the growth and development of joint stock companies ”’ as 
“an event which has occurred since the dogmatic ideas of 
Socialists took place.” That divorce is the basis of English 
Socialist theory and propaganda, which have never owed much 
to Marx, and is the standard answer which Socialists have been 
in the habit of giving to the ordinary Liberal business man’s 
talk about incentive for the last five-and-twenty years to my 
personal knowledge. Equally inept is the reference on the same 
page (100) to “ the hand of the State (which has slipped in much 
more often than either theorists or the public have recognised) ”’ ; 
D. G. Ritchie, Dicey, the Webbs, to mention no others, all detected 
it a generation ago. The discussion of trade combinations and 
monopoly would have been more useful if the committee, which 
has published an admirable study of the legal position of trade 
unionism, had dealt similarly with the law of combination and 
restraint of trade. The difference in the law would seem to be 
the chief explanation of the differing development of the com- 
bination movement in Germany and England. Another reference 
that needs developing is the unfavourable comparison of English 
marketing methods with German; it is hardly borne out by the 
table of percentages on p. 25 of the world’s foreign trade secured 
by them respectively. 

The second main subject of the report is the problem of 
Industrial Relations. There is, perhaps, less scope for originality 
here; but the treatment shows how much of new and useful 
constructive proposals will emerge from a thorough and systematic 
examination of the data of the problem. No panacea can be 
found ; but it is something to show that no panacea can be found. 


















— —— ee 











1928] THE LIBERAL INDUSTRIAL REPORT 199 


The discussion lays itself open to the criticism that it states the 

problem in exaggerated terms. “‘ The State,” we are told, “ can- 
not look on indifferently while civil war wages between organised 
bodies of its citizens.” Is not the metaphor of war a dangerous 
and misleading exaggeration? No one would describe as an act 
of civil war the decision of a price association to refuse to sell 
below a minimum price-list; why should it be war, when the 
members of the association are wage-earners and the price at 
issue a wage-rate? In fact, is not the State forced to ‘‘ look on,” 
for the same reasons that it abstains generally from fixing prices ? 
The recent increase in the scale and cost of disputes is attributed 
to the growing discontent of labour; that is a factor no doubt, 
but a more obvious explanation is the amalgamation of local and 
sectional into national unions. The influence of unions in pro- 
moting the advance of wages is minimised by a comparison of 
wage-movements and trade union development in the nineteenth 
century. Such a comparison makes no allowance for the influence 
of union pressure upon the efficiency of industry, nor for any 
influence the unions may have had in preventing a less favourable 
distribution of the product of industry. It also ignores the 
influence of general changes on the level of prices, which explains 
both the check to the rise in real wages in the twenty years before 
the war and the increase in the amount of industrial unrest. 

The main recommendations of the committee, however, are 
not invalidated by these criticisms. The extension of trade 
boards and of the conciliatory activity of the Ministry of Labour, 
the rejection of compulsory arbitration, special provisions for 
securing full consideration of all disputes in essential public 
services before a stoppage is permitted, an extension of profit- 
sharing (made possible by the differentiation of the class of joint 
stock companies to be subjected to special regulation by virtue 
of their quasi-public character), and the promotion of more 
effective machinery for negotiation in the individual firm, make a 
practical if not a revolutionary programme. The most interesting 
proposal falls under the last head, the proposal that there shall 
be statutory works councils in all establishments employing more 
than fifty employees; the detailed recommendations follow very 
much the lines of the German Works Councils Act, the substantial 
success of which is demonstrated in M. Guillebaud’s recent book. 
It is a novel and a practical scheme for striking at the elements 
of irresponsible autocracy in industrial management, which 
survive all the Factory Acts, Minimum Wage laws and other 
general legislation. The committee rely also on the gradual 
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diffusion of ownership of capital to improve the status of the 
wage-earner and his relations with the employer. “ We stand, 
not for public ownership, but for popular ownership.” Again, 
they have no sweeping or spectacular proposal to make, but a 
series of small reforms, based on an unbiassed survey of existing 
arrangements, the cumulative effect of which would be con- 
siderable. This discussion, however, rather suffers from being 
separated from the discussion of joint stock company reform in 
Book II; the diffusion of industrial investments and the possi- 
bility of giving to wage-earners some share in accumulated reserves 
depend on changes in joint stock enterprise that have still to be 
made. I should like to express my doubts that there has been a 
“steady movement of opinion towards the view that the volun- 
tary organisation of industries for self-regulation offers the true 
line of advance,” and that the failures of Joint Industrial Councils 
have been due to their lack of compulsory powers. The failure 
seems to me to have been due to reliance for executive assistance 
on overworked trade union and employers’ association officials, 
instead of employing an adequate independent staff, and I cannot 
think that Parliament will delegate legislative powers on bodies 
in the composition of which and the scope of which it has no say. 

The fourth book, A Programme of National Development, 
has less interest than the others for economists, though more 
perhaps for politicians; a brief reference will therefore suffice. 
The main theme is that a period of trade depression provides an 
opportunity for using the labour released from private industry 
for capital development by public authorities, and that the 
special post-war unemployment calls for such a remedy. It is 
an old Socialist argument, the truth of which is hardly open to 
doubt, but the application of which in practice is extraordinarily 
difficult. In the present treatment, the first application is to 
agriculture. It is assumed, without being proved, that an 
increased financial return, an increased physical volume of output, 
higher wages and increased employment can all be secured. The 
ground for this assumption seems to be the familiar protectionist 
argument that we import agricultural products that we could 
raise at home; a table of such imports is given, and their exclu- 
sion, it is suggested, “‘ would bring a sorely needed contribution 
to our balance of trade.” Why we should not similarly object to 
the import of textiles and metal goods that we could produce at 
home, and what would happen to our export industries if we 
prevent other countries from buying them with their exports, is 
not discussed. Apart from agriculture, the chief objects proposed 
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for development are Housing, Electricity and Roads, which, it 
is suggested, have been “ neglected.” Housing is not capable of 
indefinite expansion, and the subsidies already given have drawn 
into Building so much labour that unemployment is now worse 
than in Engineering. Electricity is expanding rapidly without 
further Government assistance. The Committee’s interest in 
Roads seems to be due to a fallacious comparison vetween motors 
in this century and railways in the last. The railways effected a 
revolution because they made possible a speed end volume of 
transport which were impossible before; the motor does nothing 
of the sort, all it does is slightly to increase the convenience of 
certain kinds of transport. A country does not grow rich by 
transferring its suburban population from perfectly adequate 
trains to omnibuses, or its parcels from railway vans to motor 
lorries. There probably are desirable and economical objects of 
expenditure for which the existing capital market makes no pro- 
vision; but the Trade Facilities Act committee and the Unem- 
ployment Grants committee found it very difficult to find any. 
A programme of national development presupposes the continuous 
functioning of the economic general staff. One exception to this 
is, however, established in the chapter on The Rising Generation. 
It is a compact and constructive treatment of the educational 
and industrial needs of the adolescent, in the course of which 
some amazing figures of excessive hours of work are given. 

The final Book deals with The National Finances, and cannot 
well be summarised in less space than it occupies in the report. 
Three salient features should be mentioned : an elucidation of the 
real nature of “economy ”’; an argument for the rationalisation 
of the public accounts with an indication of the form they should 
take; and a demonstration of the need for this reform by an 
examination of the “ rigging ’”—the phrase is justified—of Budget 
results in recent years. Eighty-seven and a half millions were 
brought into account to balance the last two Budgets which did 
not belong in any way to revenue levied and accrued in those 
years; while the failure to attempt any distinction between 
Income and Capital accounts makes it doubtful whether any net 
reduction of debt, in spite of a large nominal Sinking Fund, was 
effected in those years at all. It is not unreasonable to attribute 
some of the innovations in the new Budget to the influence of this 
report, recent as its publication is. 

The summary that has been given will suffice to show that 
the report is a document of first-rate importance to economists. 
It raises more questions than it answers, and its answers are not 
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final; but it contributes something to every question discussed, 
and succeeds in the object set before it, that of giving a complete 
and balanced survey of post-war industry in this country. One 
or two comments of a less specifically economic character suggest 
themselves. No distinctive social ideal informs and directs the 
report; it is conservative, not revolutionary, in the sense that all 
its proposals are elicited from the present order by criticism of 
that order in the light of its own principles. The aims of the 
report would probably be accepted by the other parties; the 
committee differ from them in a greater appreciation of the merits 
and possibilities of industry as at present organised than Labour, 
in a greater faith in the possibility of eliminating its defects and 
modifying it by Government action than Conservatives. A 
marked distrust of general principles is consistent with this 
attitude; the reference to the constitution of Public Concerns is 
characteristic—“ The problem is a practical one, not an abstract 
one to be debated on high philosophical apriorities ”’; so is an 
incidental remark made in advocating profit-sharing—“ This 
belief is not based upon any assertion of abstract right, which is 
always inconclusive.” The committee’s method is to work out 
reforms in the concrete, and leave it to the future historian of 
ideals to formulate the social ideal involved. 

It is, however, interesting sometimes to look for general 
principles, and the welcome of the report by Socialists and Con- 
servatives, who had not had time to do more than run over its 
proposals, is significant. It points to the break-away of Liberal- 
ism, not from laissez-faire in its popular sense, to which it never 
adhered, but from the Whig tradition of distrusting any concen- 
tration of social authority. The proposals of the report, if 
adopted, in addition to creating a number of official positions of 
an importance comparable with that of the Governor of the Bank 
of England, would enhance very greatly the powers of the 
Cabinet. They therefore raise the question of the political 
machinery needed to ensure the responsibility of members of the 
Cabinet and to enable them to discharge their extended duties. 
It is noticeable that the influence of the vacillations of the 1918- 
22 Government in helping to produce the present depression in 
agriculture and in coal-mining is not referred to; and the failure of 
reconstruction after the war, after all allowances have been made, 
points to limits to the capacity of the present Governmental 
machine, and the present Governmental personnel, to put work 
through. A Liberal Political Inquiry would usefully supplement 
the present report. Such an inquiry is needed for another reason. 
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The report never faces the difficulty in adjusting the relations of 
State and industry that arises, because the political and economic 
communities have not identical frontiers. It refers indifferently 
to “ the State,” “‘ the community ” and “ the whole Society ” as 
if they were identical. In spite of the post-war reaction towards 
economic nationalism, they are not; the economic community is 
still potentially the world, while the political community is an 
accidental and arbitrarily defined portion of the world. The 
Liberals of the nineteenth century relied on international trade, 
freed from the fetters of Government direction, to knit together 
the different parts of the world, and so provide a safeguard against 
war. A policy of national development does not necessarily 
interfere with such a tendency; but everything that helps to 
identify and interlock national Governments with the industry 
carried on in their territory intensifies national feeling. Since 
Socialism and Protection are the democratic and aristocratic 
versions of economic nationalism, the nationalist standpoint 
implicit in the report may have been another reason for the 
welcome given it by Socialists and Conservatives. 

University of Manchester. Henry Ciay 














TAXATION, RISK-TAKING AND THE PRICE LEVEL 


Mr. D. H. Rospertson has recently 1! examined “ the validity 
of some of the arguments with which Sir Josiah Stamp and other 
members of the Colwyn Committee . . . belaboured, in the name 
of orthodox economic science, the unhappy business men who 
sought to prove before them that income tax ‘enters into’ the 
price of goods.” So far from complaining, I welcome this 
examination, for which the study and this JouRNAL are a far better 
setting than the mixed rough-and-tumble of cross-examination in 
a committee-room. Mr. Robertscn has the advantage of us in 
his analysis, inasmuch as the cross-fire of a business committee 
does not facilitate keeping a large economic context explicit, or 
in the foreground, even though that context hangs on the skirts of 
blunt questions put in hastily conceived terms. There are two 
points in Mr. Robertson’s examination which are practically un- 
explored by orthodox economic science, but which are well worth 
further analysis. One is the effect of high income taxes on that 
part of the rate of interest which covers risk-taking, and the other is 
the influence of changes in income tax on the gold price level. 
Mr. Robertson questions the doctrine enunciated by Mr. Layton 
and Professor Seligman, that ‘‘ costs include no element of profit, 
so that profit appears as a surplus above price-determining costs, 
and is indistinguishable in this respect from economic rent.” He 
sees “‘ a certain looseness in Professor Seligman’s conception both 
of what constitutes the ‘costs’ of the marginal producer and of 
the sense in which the profits of the intra-marginal producer 
constitute a ‘ producer’s surplus.’ The man at the margin who 
makes no profits, or who makes only the minimum profits which 
correspond to wages of management or recompense for the risk, pays 
no tax because he makes no profits or pays only a negligible tax 
upon these minimum profits ” (A. 121). ‘‘ It makes surely all the 
difference in the world whether we are or are not to reckon among 
the costs of the marginal producer, which ex hypothesi determine 
price, all such profits as may properly be regarded as wages of 
management or remuneration for risk, yet Professor Seligman 
leaves us uncertain. If we are to include them, it can surely 


1 Economic JouRNAL, December, 1927. 
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scarcely be argued that even in America the Golden, still less in 
highly-taxed Britain, the aggregate tax upon all such profits is 
‘negligible.’ ’’ He goes on to show that Professor Seligman 
himself allows for the effect of taking too high a percentage of the 
plums—‘ the individual may prefer not to subject himself to the 
risk and may decide to be content with a smaller, but a surer, 
return.”” At this stage Mr. Robertson abandons the issue, merely 
upon the point that such risk-taking is surely a cost and not 
generally in surplus, and so refrains from pursuing a fruitful line 
of inquiry, that was certainly present to my mind during the later 
sittings of the Committee, but which I there had no opportunity of 
following. How, in fact, is risk-taking paid for ? 

It is generally explained simply that to get capital for a risky 
enterprise, a rate of interest higher than the normal must be 
offered—the normal return is specially “‘ loaded ” with an addition 
which progresses with the degree of risk. 


Mrs. Wootton, Q. (6726-7): “Surely, if people have the 
choice between using capital in two different ways, either as 
they are at present or in a new enterprise, their decision in 
making that choice will be affected only by something which 
upsets the relative effect of the two uses. What I want to 
get at is whether you are putting to us that the relative 
attractiveness of the use of capital as it is being used now, 
and its use in a more speculative way, is affected by high 
taxation ? ”’ 


Mr. R. McKenna (Q.): “Yes, that is exactly what is 
affected—the relative attractiveness of the two uses, the 
one use by a safe investment and the other use by personal 
effort engaging in risk but with an expected high return. 
As between those two, high taxation will reduce the return 
on the new enterprise, and therefore will induce the owner 
to use his money in a less productive way.” 


Sir Josiah Stamp (Q.): “‘Do you base that entirely 
on its psychological grounds. May I suggest to you that it is 
mainly actuarial? Take this point : Supposing that you can 
get 5 per cent. without much risk, and the incentive to put your 
money into a more speculative thing must be a return of 
7 per cent. to attract your money. There is a margin of 2. 
That margin surely in the long run has to be large enough to 
provide a pool which would cover all the losses that arise, 
otherwise capital will not be attracted. You have a certain 
amount of money in the pool provided by the 2 per cent. 
Taxation applies, unfortunately, not to the 5 per cent. only, 
but to the whole 7 per cent.; it applies to money which is 
not income at all, but is a pool; it halves your insurance 
fund ; therefore, capital in the long run cannot be attracted 
into that market unless the rate goes up 2 to provide the 
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pool; the rate must therefore go up 4 and the new rate must 
be 9 per cent. ?” 

A. “TL agree entirely; that is the explanation of it.” 

Q. “Supposing the difference between the two in the 
first place was 5, made up of 4 which was actually required 
to cover losses and 1 for reward for entering that particular 


enterprise, now under the new arrangement you have only 
got 24, which is less than the actual insurance fund requires.” 


A. “ Yes, and it is not worth it.” 


Now this “‘ actuarial pool ’’ supplied out of the return upon 
capital may be the way in which business risk is borne or it may 
not. If itis, the investor may be aware of the fact or he may not. 
If he is, then his saving motives may be affected, and the supply 
of capital may become smaller, and the demand price on the 
smaller supply rise to a point which restores the actuarial equili- 
brium of the pool. If this has actually happened we should expect 
to see a wider spread or dispersion of interest rates on different 
classes of risks than heretofore. The evidence of fact is rather 
against this wider spread. If the investor is not aware, if he is 
not actuarially class conscious, and the “right”? member who 
is losing knows not what the “left ” member is gaining, then any 
given section of investors may go on supplying capital at the old 
rates of return, with the old gross margin for risk, oblivious of 
the fact that the new net margin for risk, after taxation, is quite 
inadequate to meet the losses. 

There is the alternative possibility that the supply of capital 
might be redistributed and that the old four-percenters, free from 
risk, are now so disgusted with a return of 5 per cent. gross, and 
24 to 3 per cent. net, that they decide to become risk-takers, and 
the supply of capital to the first category of demand for capital 
is diminished by a transfer of supply to the second category. 
This would have the effect of raising the gilt-edge rate, reducing 
the risk addition, and closing up the “ spread.’’ Thus it might be 
that a normal spread for contrasted classes would be 4 to 7 per 
cent., first widened upon an actuarial basis (through taxation at 
10s. in the £) to 4 to 10 per cent. and then reduced on a reaction 
of this kind, redistributing the supply of classes of capital, to 5 to 
9 per cent. Has such a change in the proportions of supply 
actually taken place ? 

Mr. Layton was generally not disposed to put the cramping 
effect of heavy taxation upon risk-taking too high : 


Mr. Lees Smith (Q.) : «‘ The argument previously put before 
us has turned not so much on the readiness to work so many 
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hours a day as on the readiness to take risks. It has been 
put to us that a business man says: ‘ Why should I take a 
risk? If I lose, I bear the whole brunt of it, and if I gain, 
the Government takes 10s. Under those circumstances I will 
not go into these very speculative enterprises.’ ”’ 


A. “TI think there is something in that. I think it may 
be true that taxation may affect the extent to which people 
will take big risks, because the net return as between a 
speculative enterprise and a non-speculative enterprise is not 
sufficiently different. I think that the person who takes a 
really big risk is looking to the number of years in which he 
wants his money back rather than looking at it as an invest- 
ment. If a man is only going to get 7 per cent. for a compara- 
tively risky enterprise, it may be looked at simply from another 
point of view. He has got to have his money locked up 
in that speculative enterprise for a much longer period, 
because after all the high rate of profit on speculative invest- 
ments is, to a considerable extent, a premium for amortisa- 
tion. It has a relation to the number of years in which you 
can get your money back, and I think it is quite possible 
that the premium is unduly reduced now, and that it has some 
effect in deterring people from taking big risks.” 


Mr. McKenna’s answers are interesting : 


Sir Josiah Stamp (Q.): ‘‘I understood you to say that 
in your view the high income tax reduces the net rate of 
interest on capital and induces the holder of investments to 
take greater risks, to look for something that will give him 
something like the old return, even if there is a chance of loss 
attaching to it. That would seem to indicate that a high rate 
of taxation enables the more risky businesses to be financed ; 
money will flow towards them ? ” 


A. “ Yes, I think that is so.” 


Q. “ Could you make that consistent with your answer to 
Question 5. You say: ‘In the second place, high taxation 
reduces the incentive to risk capital in the extension of 
business or to undergo the labour and anxiety accompanying 
new enterprise.’ The two things seem to be inconsistent. I 
want to know what is your reconciliation ? ” 


A. “When a man is in a business bringing him in an 
income—I am not dealing now with the man who is trying to 
save money, but with a man in an established business and 
earning a fair profit—he gets the opportunity, we will say, 
to put further into the business £10,000. He says, ‘ Shall 
I putitin ornot? IfI put it in, I pay income tax and super- 
tax on my return. I am going to make in the business per- 
haps 6 per cent. on my £10,000; that is £600 a year, and I 
shall have to pay 50 per cent. in taxes; it is going to bring 
me in a net £300 a year; I will not do it, I will keep my 
£10,000.’ This is dealing with a man who has got an amount 
No. 150.—vo, Xxxvim. P 
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of money. In the other case I was dealing with a man who 
has not got much :.oney and who is going to save it. Now 
in order to save quickly I think he will take a risk, which is 
quite a different thing from the case of a man who has got his 
money in an established business. Is it not consistent ?”’ 


Q. “ Yes, I think on the margin it is. I think you might 
carry the argument a little further. You would have to 
say he was not prepared to invest it in his own business, but 
he would look round for other people’s risky investments and 
put it into theirs?” 

A. “Thatistrue. Paradoxical as it sounds, it happens. He 
will not take the trouble himself; it is not worth the trouble.” 

But of course the return for risk may not be actuarial at all, 
even in an ill-informed and disjointed way, but psychological as in 
a lottery, in which, if the relation between the amount of the prize 
and the aggregate subscription were mathematical, there would 
be no profit. It is well known that a few specially large prizes 
may disproportionately increase the price people will give for their 
tickets. I have referred to the incidence of taxation where such 
an element is involved in Increment Vaixe Duties, in dealing with 
the problem whether a distant and future tax on all prizes must 
be immediately amortised in a depression of prices current at the 
imposition of the tax.1 

Now risk-taking may be like an inverted lottery, the converse 
of such a case, where one is paid to take tickets for a minus prize 
or obligation. The higher tax does not make the risk more likely to 
mature or alter its size—perhaps the obligation of loss which will be 
accepted may not vary at all exactly with the reduction in the offer 
on the tickets. This would certainly qualify the actuarial result. 

But a more important matter is the range of risk over which a 
direct reward for risk-taking operates. For if the premium to 
meet it is not provided in the personal dividend, but dealt with as 
an expense of the business, the impact of taxation is quite different, 
and any argument about the interference with the size of the pool 
no longer applies. If there were no shipping insurance, and 
every shareholder took the risk of loss, it would be directly reflected 
in the rate of interest on shipping business, and the taxation of 
the insurance element, as though it were a clear profit, would be a 
very serious thing. For suppose the shareholder himself before 
taxation received 7 per cent. and set aside out of it 2 per cent. 
as an insurance premium, leaving him with 5 per cent. as his net 
return. After taxation at 10s.in the £, he would get 34 per cent. 
net and still require to set aside 2 per cent., leaving 14 per cent. 


1 Economic JouRNAL, July, 1911. 
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instead of 5 per cent. for the net or pure interest return—a tax of 70 
per cent. instead of 50 per cent. Asa matter of fact, this class of 
risk-bearing is paid for by the business, and is a business expense or 
cost, before income taxation is reckoned, so that a high income tax 
does not affect the return on capital directly. Ofcourse, in this case, 
the insurer—say a marine insurance company—has a normal return 
for business, and its premiums cover the share of the capital loss 
pool, plus the return to capital employed, but only the latter 
element, or profit, is taxed. If higher taxation reduces this return 
the company will either “do as much work” (7.e. put up as much 
capital at risk) for the less return, or else put up shipping costs at the 
margin and so introduce them into price. But insurers will vary, 
and some get only the bare economic reward and others an “ econo- 
mic return ” or differential profit above this—it is part of the general 
case that the tax on the latter will not enter into price or premium, 
and we are left the question whether all insurers, including the 
marginal ones, will offer less “‘ work ”’ for the reduced reward, and 
this is only one case of the whole class of reduced offers or lessened 
suppliers for a reduced return in gold. Thus an important class 
of risk-taking is reduced, in its effect upon price, to the normal 
problem. Now if the risks which the shareholder bears out of 
his return are, in fact, so badly punished as to lead to economic 
reluctance, but the risks which are borne in arriving at his return 
are let off as business expenses, a tendency must be set up to shift 
risks from the former to the latter class, and to widen the field of 
industrial insurance. It will probably be agreed that this has to 
some extent happened. But there are two large and important 
classes of special interest return for risk where this does not and 
cannot apparently happen; first, e.g. the risk of failure in new 
ventures, invention and processes, and, second, the amortisation 
of the wasting asset, e.g. the gold mine. In the first it should be 
noted that wherever losses of capital, proceeding by the usual way 
of accumulating annual trading losses, are incurred by a large 
concern with numerous other activities, they are a set-off against 
profits before taxation. The return to the investor is reduced by 
taxation to a much less extent than if there were two businesses 
run by separate companies, and he had a dividend from a profit- 
able business and “ nil” from the unprofitable. This risk is thus 
borne partly out of high taxation, analogous to the expenses 
which were so lightly undertaken when the excess profits duty 
bore 80 per cent. of them.! Again, a trust company may touch 
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come out of taxable profits, 
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1 Generally, for the extent to which “ losses’ 
vide my British Incomes and Property, Chap. VI. 
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the personal psychological factor, for although the trust company 
does not succeed in getting unprofitable returns set off for taxation 
against profitable ones (or ‘“‘ minus” dividends deducted from 
“plus ”’ ones), it does at any rate lift a burden of individual 
risk-taking from a person’s feelings and average it for him, so 
that he may be taking the old risks with smaller returns without 
realising it. 

We are thus now left with (a) the uninsurable risk of the new 
enterprise failing to make good in an entity specially charged with 
it, and (b) the wasting asset. 

The incidence of taxation on physically wasting assets, such 
as mines, is popularly supposed to be most unfair, inasmuch as 
the working out of the corpus is treated as taxable profit. When 
the mine is exhausted all the original capital is gone, but in its 
gradual return it has been taxed as income. It makes no differ- 
ence in this case whether the concern provides its own amortisa- 
tion fund and only pays net dividends, with a return of capital 
at the end, or whether it follows the usual course of paying the 
gross dividend and leaving the recipient to provide his own 
amortisation. In neither case is the amortisation charge allow- 
able as an expense. That this common view of incidence is 
untenable I showed in this JoURNAL some years ago,! and again 
before the Royal Commission on Income Tax, 1920. The proof 
rests upon two main points, viz. amortisation of a differential 
burden at the time of the original investment and the availability 
of an alternative method of payment, in royalties subjeet to 
gradual or annual tax. But this proof takes into consideration 
only a “foreseeable”? and stable level of taxation. A sudden 
and unexpected increase, such as was due to the war, is not con- 
templated, and the incidence of this is mainly upon the mining 
owner at the time of the change. A heavier income tax definitely 
cuts into the amortisation fund, and really (for the excessive rate of 
tax) takes capital as income, and every fresh investment of capital 
in sinking, shaft-making and other exhaustible assets required 
in extending properties already purchased is punished and dis- 
couraged thereby. This element of income tax then artificially 
raises the price of capital for mining at the margin. 

From this discussion I wish to save for later use two probabili- 
ties or conclusions : 

A. That a moderate residuum of the whole class of the 
service of risk-taking is discouraged by high taxation, perhaps 
to a greater extent than any common discouragement that 


1 Economic JOURNAL, March, 1910. 
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may be postulated of energy and production in general, and 
that it is probably this risk element in production which 
would be responsible for any reduced production that occurs, 
and— 

B. Wasting assets, such as mines, tend to suffer specially 
any such discouragement. 


Both of those conclusions are due to the fact that some tangible 
disability, other than psychological factors, is present. 

Professor Pigou dealt specifically with income tax as a check 
to work and saving, and then to production, and to the “‘ double 
taxation ” of income saved. 


Sir Arthur Balfour (Q.): “Would you say that income 
tax does not induce a higher selling price ? ” 


A. “ Not directly.” 

Q. “ But indirectly ?”’ 

A. “TI think it may indirectly, as I go on to suggest, in so 
far as it restricts savings and work.” 

Mr. J. H. Hobson dealt specifically with a rain of questions 
(1601-65) on the way in which income taxation reaches his 
economic “surplus ”’ in all the rewards of economic factors, and 
also with the question of the equivalence of the quantity of com- 
modities, and an equivalence of total purchasing power in the 
hands of the Government and the taxpayer. 

Sir Josiah Stamp (Q.): ‘“‘May I put another difficulty 
which I always feel in following your exposition of this. You 


speak of rising prices. I take it you mean prices not in 
other commodities but in gold?” 


A. “ Yes.” 


Q. “I suppose you accept the quantity theory as ex- 
pounded to-day, within limits ?”’ 


A. “ Toa.” 


Q. “Supposing that under existing circumstances the 
total amount produced and purchased is a certain sterling 
figure, then the Government imposes a tax of 25 per cent. on 
everybody’s income, they take away from the spender 25 per 
cent. of his purchasing power, and then they expend that 
themselves. Is that right?” 


A on 


Q. ‘‘ What puzzles me is, where is the room for the in- 
creased price? You get the same quantity, the same purchas- 
ing power, and the same quantity of gold? But there is 
no less purchasing. The State purchases instead of the 
individual. On the assumption that the purchasing power 
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remained the same, you have the same quantity of com- 
modities as measured against the same quantity of gold? ” 

A. * Ton.” 

Q. “‘ How do you get an increased price without increasing 
your currency ? ” 

A. “ That is bringing me on to the relation of currency 
to credit. I am afraid I do not say that it is not a perfectly 
legitimate line.” 


[Then follows a passage, irrelevant here, on the change in 
velocity of circulation.] 

Q. “I cannot see how prices could be raised.” 

A. “ There is no raising of prices.” 

Q. “ General raising.” 

A. “‘If that be so, then of course the attempt to do so 
is spoiled, as it were, and it is sent back until, according to 
my view, it finds, if it can find, some surplus upon which it 
will lie, such as rent of land or some superior earning power.” 

Q. “It seems to me that there must be unequal vulner- 
ability of prices if your theory is true. Some prices must go 
up and some prices must go down, but the general index- 
number would not be affected.” 


A. “It seems so.” 
Q. “I know it is a very difficult and rather abstruse 


economic consideration. I do not want to face you with it 
now, but if on reflection you see any answer to my difficulty, 
I would be very glad if you would send it on.” 


A. “It is a new point in the form you put it, but I should 
be glad to consider it.” 


He afterwards submitted a written reply : 


“The case put was that, since the State might spend 
the money taken in taxation as quickly as it would have been 
spent if left in the hands of those who paid the taxes, there 
might be the same amount of purchasing power set to buy 
the same quantity of goods. In that case no rise of price, 
and therefore no passing of the tax, was possible. My answer 
is that the rise of prices would occur through a shrinkage of 
supply of goods. For, ex hypothesi, the competitive price 
that prevailed was such as enabled only a minimum rate of 
profit and of interest to be earned. The tax imposed on such 
increases would not only check the flow of any fresh capital, 
by reducing the rate of saving and investment, but, if persisted 
in, would cause a letting down of productive plant. In either 
event there would be reduced rate of production, as compared 
with what would have taken place had no tax been imposed. 
This reduced supply with no reduction in the quantity of 
purchasing power signifies a higher price level.” (Italics mine.) 
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Mr. Robertson’s comment in his article is: ‘‘ Mr. Hobson 
allowed himself to be temporarily blinded with this argument by 
Sir Josiah Stamp, but after reflection gave correctly the obvious 
answer, that ‘ the rise of price would occur through a shrinkage of 
supply of goods.’”” But Mr. Robertson did not mention that the 
answer was given in writing and there was no opportunity for 
cross-examination upon it. I had approached the “ gold ques- 
tion” from several angles: (a) the quantity equation and the 
difficulty of getting the equation satisfied if the quantities remained 
the same at a higher price level without any increase in currency 
(Q. 9046, etc.); (b) the balance of trade equation and the effect of a 
higher domestic price level upon increasing imports, diminishing 
exports, promoting an outflow of gold and again reducing prices 
(Q. 9034, etc.); and (c) the elasticity of demand difficulty, if the 
same quantity of goods are to be taken off at a general level of 
higher prices. 

It was hardly feasible to chase economic dilemmas any further 
without being put out of the committee-room by my less fastidious 
colleagues. The point that has not been faced by those who, in 
talking of the undoubted ‘dampening ” of production and risk- 
taking, jump to the conclusion that this scarcity or lessening of 
supply must mean a higher price, is that one commodity or service 
is “priced” in another commodity, and that price is a mere 
equation between the economic efforts of production in one article 
against the economic costs of producing another. Thus, if the 
price of a lb. of tea in sugar is 5 lbs., and for some special reason 
the difficulties or costs of producing both are doubled, or the crops 
are halved for the same effort, then—assuming no difference in 
the relative elasticities of demand—the price of tea in sugar will 
still be 5. We all recognise that if gold becomes “ easier ”’ to 
produce, relatively to all other things (by new discovery or 
process), the gold price level will rise, and vice versa. But if a 
common cause makes gold and other things and services equally 
easier or more difficult to come by, then, ex hypothesi, the price 
level does not alter. Now gold production is an economic business 
like any other—it requires capital, risk-taking, management and 
labour. The profits and interest are equally the subject of 
taxation with all other profits and interest. If high taxation 
dampens enterprise in copper-mining, meat-raising and boot- 
making, because it lessens the reward for enterprise and risk, then 
equally it dampens the enterprise in gold-mining, which cannot 
be artificially distinguished. Instead, therefore, of lessening the 
commodity side of the quantity equation and leaving the gold 
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side alone, so that a higher price level results, the gold side has to 
be lessened too, and if it cannot be shown to be lessened to a 
different extent it can hardly be argued that the price level is 
affected. 

Let us look at several possible qualifications of this crude 
general statement. First, it can be said that price is the result 
of comparing the volume of a flow of consumable commodities 
with the volume of an indestructible stock of gold with annual 
additions, and that a 20 per cent. reduction in the flow of one 
and in the addition to the other are very different things. For 
if the annual monetary addition is only 5 per cent. of the stock, 
then commodities would fall by 20 per cent., while the total money 
would be only 1 per cent. less than it would otherwise have been. 
On this footing, while both sides of the quantity equation are 
affected, there is still room for prices to rise, though not to the full 
extent originally assumed. The position is still, however, too 
simple for the real world. 

(a) If we assume that there is, before the modifying influence, 
a certain commodity production and a certain gold addition such 
that a certain stable price level (or definite trend of change) 
ensues, and that after the modifying influence operates, this level 
(or trend) is altered so that commodity prices rise, then more gold 
has to be given for a particular quantity of goods, and it becomes 
definitely less advantageous than it was, at the margin, to produce 
gold than goods, and the application of new capital and labour 
to gold becomes less favourable, setting up a relative diminution 
in the supply or production of gold, to the point that its value 
rises again to meet its true comparative costs, and gold prices 
fall. 

(6) Gold is only the first basis of prices, and the much greater 
credit structure superimposed upon it is the closer determinant. 
The size of the structure relative to gold, if constant, would mean 
that the 20 per cent. reduction in the gold addition or 1 per cent. in 
normal total stock, referred to above, must also become a 1 per cent. 
reduction in the whole gold, plus credit, structure. But the rela- 
tion is not constant, and the greater the “ risk ’’ we are prepared 
to take the greater the superimposed credit can be. But credit- 
giving is, over a large part of its field, a profit-making and risk- 
taking business, the results of which, by hypothesis, are subject 
to heavy taxation, and there seems no good reason for alleging 
that the cramping and dampening effect of high taxation should 
not apply to this particular business too. Moreover, credit is not 
a permanent stock like gold; it is remade continually, it is a flow, 
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and, as such, the effects apply to the whole body of it and not merely 
to an increment in it. From conclusion A, which I left in abey- 
ance, it seemed probable that in high taxation there was some 
residuum of actuarial as well as psychological interference with the 
service of risk-taking as against only the psychological element 
in rendering other services. If this is so, the disability may well 
be operative in risk-taking of this order in credit-making, and 
serve to emphasise the reduction of this side of the equation. 
There is thus no reason to suppose that the monetary side of the 
price-level equation is not disturbed by high taxation to an 
extent which, while not identical, is of the same order of magnitude 
as the effect upon the commodity side. Any differences due to 
changes in the elasticity of demand for the products of different 
businesses now in smaller supply must tend to counterbalance, 
and in the aggregate be very small. 

But I should now like to rejoin conclusion B, reached a few 
paragraphs back. High taxation, which in ordinary cases is said 
to introduce a psychological inducement to smaller production, 
in the case of mining introduces an actual new financial element 
of cost. A given additional unit of 10 per cent. of new taxation on 
ordinary net profits represents much more than 10 per cent. on the 
true net profits of gold-mining. This tends to be a real addition 
to cost at the margin, and to lessen the relative ease, or attain- 
ments, of gold-mining in such wise that the supply of gold is 
relatively more reduced, and its commodity value rises, 7.e. the 
price level falls. 

On all counts then it appears to me the Hobsonian thesis, as 
endorsed by Mr. Robertson, fails to meet the test of facts and 
analysis, and that the main economic position that the price level 
is practically unaffected by high income taxation remains intact. 
(I do not wish to prove too much, and [I hesitate, therefore, to 
accept the logic of my own argument, and aver that high income 
tax probably lowers the price level !) 

Mr. Robertson’s proddings give so much pleasure and stimula- 
tion that I will not touch the rest of his article or deprive Mr. 
Coates of the satisfaction of proving that he is a good Marshallian 


after all. 
J. C. Stamp 





NOTES ON INDEX NUMBERS}! 


A sERIES of index-numbers is a series of indicators of the 
movement of a phenomenon variable in time, whether the phe- 
nomenon can be completely or directly measured or not. Where 
there can be complete or direct measurement, the method of 
index-numbers is only a particular way of setting out certain 
arithmetical processes; where not, there arises the need of the 
application of certain hypotheses and the development of an 
appropriate theory. An indicator must satisfy the conditions 
that the times of its maximal and minimal readings synchronise 
(or definitely precede or follow) the maxima and minima of the 
phenomenon, and that the amplitudes of its fluctuations are 
greater or less in sympathy with those of the phenomenon. The 
indicator becomes more exact when its movements, or the 
amplitudes of its fluctuations, are directly proportional to those of 
the phenomenon, and to obtain such a direct relation is the 
objective of most index-numbers. The words indicator and 
index-number may be conveniently used respectively for the cases 
where the movements are only sympathetic and where the relations 
are direct and measurable. 

We may proceed at once to the case where a series of index- 
numbers is obtained by combining a number of series of observa- 
tions, ignoring such a case as the measurement of the output of 
the cotton industry by the consumption of raw cotton, where only 
one series is considered. In other words, we at once relate index- 
numbers to averages. The general assumption in one group of 
problems is that we have series of measurements of a number of 
quantities, such as the prices year by year of a defined commodity, 
which are known to depend on general causes which influence 
them all in the same direction, such as an effective addition to the 
supply of currency, and on causes special to the particular series, 
such as changes in the supply of or the demand for copper. The 
problem then is to eliminate the effects of the special causes so as 
to be left with a measurement of those of the general causes. 

1 These notes reproduce the gist of the Newmarch Lectures at University 
College, 1928. A good deal of matter that is familiar to students of the subject is 
omitted, while new statistics are retained and analysis that was unsuitable for 


oral lectures is developed. The notes relate to special problems and are not 
intended to afford anything approaching to a complete study of the subject. 
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1. UNWEIGHTED MEANS 


First let us assume that each series of observations is a priori 
of the same valency in relation to the objective, without attempting 
to determine the vexed question whether this assumption is 
justified in any particular case. We have then to decide what 
kind of average is appropriate for the elimination of variations, 
that is, in practice to choose ‘between the unweighted arithmetic, 
harmonic and geometric means, the unweighted median and the 
mode. 

The unweighted arithmetic mean.—Let y,,... Ys. - +» Yn ben 
observations at one date in each of n series, and let I be the 
objective (the index-number at that date). Write any observa- 
tion in the form y; = I + és, where e; is the error or residual. 
Then if e, ... @ .. . & are distributed in accordance with the 
normal law of error, it is known that the value of I from which 
these errors would arise with least improbability is the arithmetic 
mean of the observed y’s. The validity of this mean is then 
established, if it can be shown that the e’s, which may be written 


yY,—A,...Ys—A...Yn—A, are normally distributed, 
where nA =Y, +... Ys e+ + +Yn 

The unweighted geometric mean.—An alternative relation is 
ys =I X ns, or log ys = log I + log ys, where 9, . . . ys. . ~ Mn 


express the varying proportions of the observations to the objec- 
tives. Write G for the geometric mean of the y’s. Then 
n log G = X log y;s = n log I + 2 log ». 

If now the quantities logy, ... logy... logm are 
normally distributed, it is known (by the same analysis as that on 
which the previous paragraph depends) that G is the value from 
which the observed variations would arise with least improbability. 

A reasonable method of deciding whether the arithmetic mean 
or the geometric is the better is to ascertain whether, in fact, the 
variation of the quantities or the variation of their logarithms is 
the nearer to that given by normal distribution. For this purpose 
the price-movements used to form the Statist Index-number have 
been tested in various ways. 

Write D,, D, . . . D, for the deciles ! of the 45 price-relatives 
and in any year in the Statist number, and M = D, for their 
median. 

Test of Symmetry.—If the distribution about the arithmetic 
mean is normal, then M is the average of D, and Dg, or D, and 


1 The median divides an ordered list of numbers, so that there are as many 
entries above as below it. The deciles divide it similarly into ten divisions each 
containing an equal number of entries. 
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Dg, etc. A coefficient of asymmetry can be formed from pairs of 
. 3 DA MD, _ D,M E 
deciles thus: v, = MD, + DM’ 


and may be anywhere from + 1 to — 1 for asymmetry. 


v, is zero in case of symmetry, 


Vg, V3, V4 


are similarly written from the pairs D,,D,;; Ds, D,; and Dg, D,. 


Srarist INDEX 





Year 1913. 
Base 1867-77. 
Log. 


Year 1926. 
Base 1867-77. 
Nat. Log. 


Year 1920. 
Base 1913. 
Nat. Log. 


Year 1925. 
Base 1913. 
Nat. Log. 





04 
— “24 


23 
— +10 
aie 


a" 27 
+05 —-03 
— «f 


— 38 


he =e ae =o 

















In this table the numbers under “ Nat.” are the coefficients 
applied to the price-relatives (i.e. the prices expressed as per- 
centages of their levels at the base period), those under “ Log.” 
are the coefficients applied to the logarithms. If the natural 
numbers were normally distributed, each entry in the first of the 
pairs of columns would be zero; if the logarithms, then the 
entries of the second of the pairs. It is evident that there is 
considerable want of symmetry in both methods, and that there 
is little to choose between them. 

This method, which is a development of rough tests formerly 
used, is not at all a complete test, and is uncertain when applied 
to so few entries as 45. 

Test by distribution.—A more satisfactory method is to select 
two points in the distribution and consider how the spacing of the 
observations between those points corresponds with that in the 
normal curve. In the following table the observed D, and D, are 
taken as the fixed positions, and the expected and actual positions 
of the intermediate deciles are compared. 





Year 1926. 

Base 1867-77. 
Expected. Actual. 
Nat. 


Log. 


Year 1920. 

Base 1913. 
Expected. Actual. 
Nat. Log. 


Year 1925. 

Base 1913. 
Expected. Actual. 
Nat. Log. 








17 17 «6% 
93} 93} 88 
104 98 97 
114 106-106 
123} 121 114 
133° 137% 124 
1423 146 134 
153 158 148 
170 170 170 





176 
204} 
220 
254} 
299 
310} 
343 
377 
526 


176 
213 
244 
273 
304 
340 
381 
426 
526 


176 
236 
281 
316 
351 
386 
421 
466 
526 





2 


117 
132 
139 
149 
157 
165 
173 
182 
197 


117 
128 
137 
144 
152 
160 
169 
180 
197 


117 
138 
128 
153} 
163 
169 
176 
1904 
197 
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In the first and third panels the natural price-relatives 
satisfy the test better than the logarithms, though there is not 
very much to choose; in the central panel the logarithms are 
definitely nearer to the theoretical distribution than are the 
natural numbers. Now the whole movement from 1913 to 1920 
(the period of the central panel) and the dispersion of the prices 
are much greater than in either of the other periods. It is also in 
this period that in the former test of symmetry the logarithms 
made the better showing. The indications are that in times of 
rapid movement of prices the geometric mean is the safer. But 
when the quantities averaged are little dispersed the geometric 
mean is close to the arithmetic mean, and where the dispersion is 
considerable, so is the difference between the means.1 We may 
therefore expect to be safer with the geometric mean in the latter 
case and very nearly as safe in the former case, and for this reason 
the geometric mean is to be preferred. 


The harmonic mean may be regarded for the present purpose 
as a variant of the arithmetic mean, obtained when the prices are 
equated to 100 at the end instead of at the beginning of the period, 
a case which may be merged in the discussion of weighted means. 

The unweighted median was advocated by Edgeworth on the 
grounds that it was not affected by irregularities at the extremes, 
as are the arithmetic and geometric means, an important con- 
sideration when the observations are regarded as fortuitous 
samples; and that when it differed from the arithmetic mean it 
commonly is less than it and so approximated to the geometric 
mean, and tended to correct the asymmetry of the observations, 
which he found in the cases he examined. 

The arguments urged in favour of the geometric are as 
follows :— 

(1) If two estimates are made of the same quantity which in 
fact is 100, then they are equally in error if, as, for example, 80 
and 125, the lower is the same ratio to the true quantity as that is 
to the higher, and not equally in error if, as 80 and 120, the 
absolute errors are equal and opposite; for if the latter were the 
case, 0 and 200 would be equally erroneous estimates, which is 
absurd. This argument only applies if there is a natural zero to 
the scale and is not at all convincing. Nor is the relevance to the 

1 In the notation already used, write y, = A(1 + d,), so that 2d, = 0. 
Then n log G = nlog A + ZY log (1 + d,) = nlog A — 32d,2 + 3203 —... 
“ G=A.e — ies ttvs--- — A(1 — 4y,), approx., where po, ps3 . . . are the 


mean square and mean cube of the d’s. jz, measures the dispersion. 
If H is the harmonic mean of the y’s, then H = G(1 + 4y,) approximately. 
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problem before us obvious. The problem being one of elimination, 
the actual distribution of the errors, as discussed above, affords a 
sound test of appropriateness. 

(2) Jevons appears to have argued that changes in the amount 
of currency tended to result in equal ratio changes in prices, and 
that therefore the chance variations in particular prices were to be 
regarded as ratio changes.1 The test is again the actual distri- 
bution, which should be positively asymmetrical if the natural 
price-relatives were taken, but symmetrical in their logarithms. 
The tests above give little support in general to this. 

(3) The geometric mean satisfies the “ transitive ’’ condition ; 
that is, if an index I(AB) is computed by it, as measuring the 
change from a basic time or place, A, to another, B, and then 
starting afresh I (BC) is computed to another time or place, C, 
with B as base, then I (AB) x I (BC) = I (AC), the change com- 
puted directly from A to C by the same method, with A as base. 
The computation thus becomes independent of the choice of the 
base year, which is a great practical convenience. 

(4) It equally satisfies the reversal test, which is that I(AB) x 
I(BA) = 1. 

Neither of these tests are satisfied by the arithmetic or the 
harmonic means, nor except by accident by the median. But it 
is not in the least evident that either of these tests need be satisfied 
when the problem is simply the change of prices from A to B. 

In fact it appears that none of the four arguments adduced is 
soundly based on relevant a priori premisses, and the use of the 
geometric mean may be best supported on the grounds that it 
appears to be safer when price-changes are much dispersed, that 
in other cases it is very near the arithmetic mean, and that in 
practice it has the convenience of being independent of any 
arbitrariness in the choice of the base year. It is also, in fact, 
easier to compute when, as is usual, the computation is repeated 
on similar material year after year, for the general reasons that 
lead computers to prefer logarithms to processes of multiplication 
and division. 


2. INDEX-NUMBERS AND SAMPLING 


In discussions on the theory of index-numbers it is often 
implicitly assumed that the data are complete and accurate, while 
in practice the main difficulties in measuring general price-changes 
are connected with the sparseness and roughness of the data. 


1 See Economic Journal, 1921, p. 202, for the mathematical expression of 
this. 
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The simplest method of approach is to suppose that, in the 
above notation, y,... Ys... Yn, are of the nature of n 
independent measurements of an objective, and that we are in 
the position where A, the arithmetic mean, is the best value we 
can choose for its measurement. The error of sampling to which 
A is liable then increases with o, the ‘‘ standard deviation,’’ where 
no? = X(y; — A), and diminishes with the square root of n. 
That is, the standard error of A is a ois readily computed from 
the observations. For example, if we take the 45 price-relatives 
used in the Statist Index for 1926 (base 1867-77), A = 126, o = 44, 


and ae = 44 + 4/45 = 7 approx., and the index-number may 


then be written 126+ 7; meaning that it is liable to an error 
whose standard is 7; but it is better perhaps to express it in terms 
of its probable error and to say that (on the hypotheses implied) 
it as likely as not to be 44 points wrong (126 -+- 2 of 7), 

But this simplest method is not really applicable, for the 
nature of the observations is more complicated and it cannot be 
assumed that the price movements are independent. 

Write vy; for the price-relative of the s’* commodity ¢ years 
after the basic year, and write P; for the index-number in that 
year, computed on whichever method is deemed to be best. 
Regard P, as measuring the true general movement of prices, so 
that the fraction yy; — P: expresses the price of the s* commodity 
in terms of the price of ‘‘ things in general.”” Then observation of 
the yearly index-numbers of the commodities shows that this 
ratio has often a tendency to move away from its starting-point, 
unity, in the course of time; thus in the period before the war the 
price of sugar thus expressed tended downwards and that of meat 
upwards. Besides this general trend there is a residual, sporadi- 
cally positive or negative. 


We may thus write ey =a; + bt +c¢2? + ... +0;, where 
tis the number of years, as, bs; . . . are constants to be determined 


from the observations (by least squares or otherwise), and 2, is 
the residual.1 

Now the price-relatives all show a correlation with the general 
movement of prices, with which we are not concerned and which 
is eliminated by taking the ratio of y to P as our starting-point. 
Further, many of them show a dispersion which increases with 
time, measured by the coefficient b; in the above equation for the 


1 See Journal of the Royal Statistical Society, 1926, pp. 300 seqs 
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s* commodity, and we are not concerned with the correlations 
necessarily arising from these trends. Finally, there may be 
correlations in the residuals, as, for example, the price of flour 
moves positively from its trend when the price of wheat does so. 

All these coefficients and such correlations as are significant 
have been computed for the 45 Statist numbers over the 47 years 
1867 to 1913, ¢ being measured from 1867. It is found that the 
standard deviation of the resulting index-number expressed as a 
percentage of that number (the “ coefficient of variation ”’) is 
/{-00682? +- 3-8}, if no correlation between the residuals is 
allowed for, and is increased to »/{-0068¢? + 6-4} if the signi- 
ficant correlations are brought into account. 

Some of the values of this expression are— 








t Allowing Not allowing 
for correlation. for correlation. 
0 2-5 1:8 
10 2-7 21 
20 3-0 ded 
30 3-5 3-1 
40 4-2 3:8 
47 4:6 3°9 











As time flows on this tends to -082¢. 
The Statist index-number for 1913 was 85 (1867-77 base). It 


may now be written 85 (a -- ia) = 85 + 3-9, or in terms of the 
probable error 85 + 2-6. 

If correlation was ignored the last expression would have been 
85 + 2-2. Owing to correlation the 45 entries are equivalent to 
only 394 independent entries. 

On the basis of this method and results we may write the Statist 
index-number for 1925 (1913 as base) in the form 162} + 3-6; it 
is as likely as not that from the accident of sampling the index is 
3°6 points (or 2°2 per cent.) in error, and this result is typical for 
index-numbers when the dispersion of price relations is not very 
great nor the base year very remote. 

Experience and theory combine to show that when the index- 
numbers are unweighted and the prices are properly regarded as 
samples, there is a want of precision which increases as the base 
year recedes, and is specially great in times of rapid movement 
and marked variation of separate price-changes. This error is 
present also in weighted averages, but may conceivably be 
damped down when the weights are chosen so as to bring 
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deliberately the sample near to the objective, as in the next 
sections. 


3. CosT-OF-LIVING INDEX-NUMBERS 


From the general and rather vaguely defined problem of 
measuring the changes of prices in general we now pass to the 
specific question, what change in expenditure is necessary after 
a change of prices to obtain the same satisfaction as before ? 

For this measurement it is necessary, theoretically at least, 
to have records of expenditure at both dates. Suppose that we 
ascertain, by a collection of budgets or otherwise, that at one date, 
say 1914, there were » commodities purchased, of the first Q, 
units at the price P, per unit, of the second Q, at price P,, etc. ; 
and that at the second date when the prices are p,, pg, etc., the 
quantities q,, q. . . . are purchased. 

The ordinary method, used by the Ministry of Labour, is to 
compare the cost of obtaining the same quantities Q,, Q... . 
at the two dates. Suppressing the usual factor 100, we may write 


the result in the form I, = Sop where XQP is written for 


QP, + QP. + . ~~ + QnPn, and similarly for the numerator. 

An alternative method, used by a committee of Labour 
associations in 1920,! is to take q,, g. . . . as the quantities at 
both dates, and to use the form I, = se I, and I, seem to 
have equal claims as measurements of the change, and it has been 
suggested that an average of them would give a better approxi- 
mation than either separately. The forms proposed are 4(I, + I,), 

2(Q + Op 
V/(I, x I,) and sQ+qP 
Fisher’s “ideal index-number,” but the analysis that follows 
supports the last as giving the true measurement. 

In the paragraph above the word satisfaction was used without 
definition. Assume that our records represent the expenditure 
of an average man, and that the satisfaction he derives from his 
purchases is a function of the quantities bought only, say 
U(x,, %...), Where 21, % ... a are the numbers of units 
bought of the n commodities. Further, suppose that the form 
and constants of this function are unchanged over the period 
considered. The last condition limits the measurement to an 
interval of time in which customs and desires have not changed 
and to a not very wide range of real income. The analysis and 


The second is Professor Irving 


1 See Economic Journal, 1921, pp. 406 seq. 
No. 150.—voL. xxxvim. Q 
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conclusions do not apply to comparisons between citizens of two 
countries, nor over, say, 60 years in one country. The relevance 
can be tested by general statistics of consumption, which show for 
England that the changes in habit were slight between 1904 and 
1927. 

Using the hypotheses customary in mathematical economics, 
we suppose that a given total expenditure E is distributed among 
the commodities so as to maximise U. At the first date, then, 


2,=Q,, %=Q,... give the maximum of U(z,, 2 .. .), 
subject to the condition x,P, + z,P, + ...=E, constant. 
The solution is given by the equations 

0U 0U 

ie, = MP,, lees Beh.5 
that is 

M = ae... _i a 
P, ' 62, P, ° 0%, oe Px * 0%n’ 


when we put x, = Q,,2%,=Q.... 

Here M is a constant, identifiable with the marginal utility of 
money for the ‘“‘ average ’’ man, with prices and total expenditure 
known. In the function it is not assumed that the values of 


2, L_ .. . are independent of each other, and “if may involve 


Q., Q, . . . as well as Q,. : 


Similarly, at the latter date, if m is the marginal utility of 
money under the same circumstances, we have 
ee. et DY =, then we put 2, = y= 
Py Ot, PP, Or, ” ea et ++ 


Write u == , the ratios of the marginal utilities, and write 


6Q, = 91 — Q1, 6Q, = % — Q, . . . , the increments in expendi- 
ture. Write U(Q), U(qg) for U (Q,, Q, . . .) and U(q,, g. . . -). 
Then, expanding by Taylor’s theorem, we have 


aU 1 2U o*'U 
U(a) — U(Q) = 26Q, . 5+ 5( 0Q,°. ant + 260,60, az,0a,+) 


when Q,,Q, ... are written for x,, 2... after differentiation. 
3 

In this we have neglected smaller terms, such as 6Q,° . a which 

1 


involve the curvature of the demand curves for individual 
commodities, multiplied by the cube of a quantity which may be 
considered small. 

For the first term on the right hand we can write at once 


au 
26Q, 5, = [MP6Q = MP,0Q, + MP,6Q, + - - « 
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To reduce the second term, write 


oU 

Se, Salty Us. a 

oU 

ax, = f,(%1, %g . « -), ete. 
Then 

: 9 n 
fila» da» +) —S(QuQr: -.) = 20, 2 + 29, a + 
1 2 


_ eU, oU 
= 1-504 + Qs. 5a 
eU o2U 
fold: VP > f2(Q1, Q: -)= OQ: 56m, + 5Q.2 . 0292 +, etc. 


where Q,, Q,. . . . are written for 7,, 7, . . . after differentiation. 
But f1(Qi. Q. . . -) = MP, and f,(q, d - . .) = mp, ete. 
Now the expression 


o2U aU 
2 — 
6Q:. Fat ++. +20Q,. 8a +. 


2U eu aU 
i 6,(5Q1 5 + 803 99-99 + 8s - a0 ag: t+ - ] 


£4025 
6Q, 0o?U o?U 
+ 8Q,( Os om t Qe gas ee eee 
= 6Q, (mp, — MP,) + 6Q,(mp, — MP.) +... 
Hence the whole expression, which measures the excess of 
satisfaction given by the second budget of expenditure over the 
first, is given by 
U(q) — U(Q) = MP, 6Q, + MP,6Q, + 
+ 3(mp, — MP,)6Q, + 4(mp, — MP,)6Q, + ... 
= 42(MP + mp)(q — Q). 
Next suppose that relatively small changes in the quantities 
Gi» We + + +» 09, +1, Jo + . . ., would give the same utility 
at the second date as Q,, Q. . . . gave at the first, that is, 


Ug + v) = Ugi + 1,92 + % - « -) = U(Q). 
Then expanding the left-hand side, and neglecting v,?,v,v. ... , 


U(q) +305 = U(Q), where q;, gq... are written for 2, 





2... after differentiating. Hence, since oe = mp, ete., 
1 


Zvmp + Ug) — U(Q) = O 

Zvmp = — 32(MP + mp)(q — Q). 
Lup = — 32 (uP + p)(q — Q). 
By these assumptions an expenditure 2(q + v)p at the second 
Q2 
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date gives the same satisfaction as an expenditure 2QP at the 
first. Write I for the ratio of these expenditures. Then I is the 
sought measure of the change in the cost of living. 
Ta 2p _ Zap — 32 (uP + pg — Q) 
QP ~ 2QP 
_ 32(Q + 9)p — 4u2P(q — Q) 
QP ° 


After a little rearrangement this becomes 
a> ee ae re 2(q — Q)P 
~(Q + q)P 2(q + Q)P" 

Now uy, the ratio of the purchasing powers of money at the 
two dates, is some average of the ratios p,: P,, p,: P, . . ., its 
indicators in different commodities, and there is no a priori means, 
from the equations, etc., on the hypotheses used, to determine it. 
In ordinary circumstances, ~ cannot differ much from I, and the 

, — .  O(¢ — Q)P. 
small factor I — uw is multiplied by a small fraction (q+ QP: 
how small is indicated by the numerical examples below. It 
appears that to the same order of neglect already used (viz. 


3 
neglect of 6Q,°. : i v,", etc.), the second term in the equation 
%y 


2(Q+9)P, 
~(Q +9)P’ 

Three illustrations are available. Take the standard budget 
used by the Ministry of Labour as giving the values of Q and P at 
the prices of 1914, and the budgets collected by the Cost of Living 
Committee (Cmd. 8980 of 1918) as giving g, p for urban workers, 
and those of the Committee on Cost of Living of Rural Workers 
(Cmd. 76 of 1919) as giving Q, P and q, p for rural workers. 

We have— 


for I is negligible, and I = 





Urban. Rural. Urban. Rural. 





ZQP = 2465 . © . . . 1901 | | _ ZQp 
1= QP 
ZgP = 2255 . . . . . 1736 Len 

I, = Fp =202. . . 2-002 
ZQp = 5216 . . . . . 8882 


Sqp = 4551 . . . . . 8475 


= 2-12. . . 2:042 


I - 2-022 


=~ S(Q+q)P— 








1 In my paper in the Statistical Journal, 1919, pp. 351-2. I used in effect 
vp = se . 2(Q — g)P, instead of 2H(u + P\P(Q — q) as above. The results 
differ very little, but I now regard the earlier solution as incorrect. Mr. Bennett 


(Statistical Journal, 1920; see p. 460 note) gave 1 y,(1 +2)PQ — q), and con- 
sidered the value of », roughly afterwards. 
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In these cases I = $(I, + I,) = V(I,1,) very nearly. 


The full formula is I = 2°07 + (2°07 — yu) x Te 


= 2°07 + (wu — 2°07) x -04 (Urban). 


It is seen that if we push uw up to I, or down to I, the value of 
Lis only affected by -002. 

A third illustration is from the Labour investigation 
mentioned above, where it was found that I, = I, almost exactly 
(loc. cit., p. 411). 


The special case where the utility of the q budget equals that 
of the Q budget is interesting. We have O = U(q) — U(Q) = 
42(MP + mp)(q — Q). as above. 


ivi =(q — Q)p 
Divide by m; then n= sQ—@P’ 
Also I is evidently now the ratio of the new-expenditure Lqp 
to the old QP, and identifying I with yu as in the general case, we 


obtain from the algebraic rules of ratios— 





2p _y_,— 24 — QP _ =Qp _ 2(Q + 9p 
ZQP- CU  S(Q—Q)P ZqP a ae 
2qP 


As in the next section, write V, = QP’ and V, = at where 


V,, V_ are measures of change in quantity; then the equations 

just written give V, x V, = 1, which is consonant with Professor 

Irving Fisher’s “ideal” index-number for change of quantity, 
z.: W/(V,.V~), which should be unity in this case. 

Conversely, if V, x V,= 1, and again we take I= yw, we 
Zqp _ 2Qp __ 2(q— Q)p __ AQ+ 9)P 
ZQP  XgP  A(Q— WP 4(Q+q)P 
_=(gq—Qp . - 
=EQ—gP °° U(q) = U(Q). 

We have, therefore, a simple approximate test of equality of 
satisfaction from two budgets. 


= T= p, and 





have 





Though there has been no collection of working-class budgets 
since 1920, we can still make some computations of the formulz 
now given from national statistics. The Agricultural Census of 
1924 gives estimates of the production of meat, eggs and milk as 
compared with pre-war production, and the statistics of imports 
are, of course, available. These can be applied to the items 
included in the Ministry of Labour standard budget. The 
national per capita consumption of milk and sugar were nearly 
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the same in 1925 as in 1913. It may be assumed that butter 
(depending on milk), bread and potatoes are consumed as before. 
The only changes shown by the statistics are— 


CONSUMPTION per capita. 





Circa 1912. Circa 1923. 





Beef: Home . . F : ls 22 
Imported . ‘ ;. 24 
Mutton : Home ° ' 7 
Imported . < 14 

Bacon, etc. : Home ‘ 7 19 
Imported . = 17 


Total meat. 103 

Eggs: Home. : . - No. 37 
Imported . ~ : a 34 

Tea ‘ ; ‘ 7 Ibs. . 8-7 











We must ignore the change in the consumption of margarine 
for want of information, and also assume that there is no significant 
change for fish, an unimportant item. 

Now take the above table as giving the ratio of g to Q in 1925 
to 1914 for the commodities named, and reconstruct the Ministry 
of Labour budget with these changes, so that Q, P apply to July 


1914 and q, p to July 1925. The values of p: P are given in the 
Labour Gazette. 
We obtain— 
d. 

ZQP = 2255 1, = ZQp + ZQp =1-674 V, = ZQP + ZQP = 1-017 

ZQp = 377°6 I, =Zqp + ZqP = 1-666 V,=2qp + ZQp = 1-012 

ZqP = 2294 41, +1,) = 1-670 = y(I,I,) V(V,V,) = 1-014 

2qp =3821 2(Q+49)p + X(Q + 9)P = 1-670 

I = 1-670 + (I — p) x -0085 

Gain of satisfaction = 42(MP + mp)(q — Q) = 3(4:1M + 4-5m) 
__m 
~ 

that is, 6d. multiplied by the marginal utility of 1d. in 1925. 

The difference between I, and I, is less than the essential 
inaccuracy in the computation, and it is therefore unlikely that 
a new collection of budgets would by any formula lead to any 
significant modification of the measurement of the change in cost 
of living so far as food is concerned. 


(4:1u + 4-5) = 6m, approx., where » = I, 


Notr.—M. Ragnar Frisch (Sur un probléme d’économie pure: Norsk Mate- 
matisk Forenings Skrifter, Serie 1, Nr. 16, 1926) gives a formula for expressing 
the marginal utility of money which we can apply to the relationship between I 
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and p obtained above. He argues ona priori grounds that, if z expresses the price 
level at any time and r the expenditure of an individual, the marginal utility of 


money is equatable to} ; (°), where g is an unknown function. He finds that 
the simplest form of g, consistent with certain conditions he lays down, is g(r) = 
C ~ log ("), where C is a constant and a is a minimum of expenditure. 


In our notation write R = YPQ, and r = Xpq for expenditure at two dates, 
and z =I = (2pq + Xpv) + XPQ for the price level (whose expression M. 
Frisch leaves undecided) at the second date, while unity is that at the first. 


\ 
Then p = M +m =g(R) + 79 r) = Tog (f.) + log (*). 


Write R = aa, and observe that IR = r + Zpv. 


= f ( ~#)} ; _- ame, 
p =Tlog 12 Irn )f = loga =I R loge’ if we neglect as before 


squares of Ypv ~ SPQ. 
Now Zpv = 4 2{(u P + p)(Q — g)} (p. 225), and therefore 


_ 2(uP + p(Q— a} 


eae 2 log a. 5PQ 
The complete equation for I, from p. 226, is then 


pa 2Q +a , MuP + PQ — a} Za — OP 
TQ+ qe +” BogazPQ — * Tq + QP 


Here a is the ratio of the expenditure at the first date to a ‘‘le minimum 
d’existence au niveau des prix donné” (loc. cit., p. 19). We must postulate that a 
is sensibly greater than unity, for otherwise the marginal utility, C ~ log a, is 
indefinitely great. For convenience of analysis take a = e = 2:72... ., and 
log a = 1, and use the numerical values for the urban budgets (p. 226 above). 
Then I — » = p X :043 + -133 from the formula above, while I = 2:07. Hence 
» = 1-86 and is definitely less than I. But the complete formula for I becomes 


_ 21 
472 


and the value 2-07 is reduced insignificantly. This numerical relationship 
depends, however, on the value arbitrarily taken for a. If the arbitrary a is 
taken to be small, the difference between I and » becomes very small. 

Notice that if U(q) = U(Q), so that Xpv is zero, I and yp are identical. 





I = 2:07 + -21 x ( ) = 2-07 — -0093, 


4, INDEX-NUMBERS OF QUANTITY 


(a) Change in standard of living.—Give P, Q, p, g, the same 
meaning as before, and write E = XPQ, e = X'pq. 


xE.! 
Then Vi — 2Pq = Q, and V. —_ 2Pqd = _ze 
XPQ pH apQ Se Q are 


possible measurements of the change of standard, being weighted 
averages of the individual changes q : Q, and are analogous to I, 
and I, used above. 

We are not justified in making the assumptions on which 
Section 1 was based, and the analysis of that Section is not 
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applicable. Nor can we use any general conception of utility, 
for it will be found that none of the equations of Section 3 afford 
any absolute measurement of U (total utility) or of the ratio of 
two values of U. 

It appears to be only possible either to say that the sought 
measurement is symmetrically related to V,, which assigns the 
relative values of the units of different commodities as at the 
first date, and to V,, which assigns those at the second date; 
or to deduce the quantity index from the price index from a 
formula advocated in a different connection by Professor Irving 
Fisher, viz. 

Ist expenditure x Quantity index x Price index = 2nd 
expenditure. 

The assumption here that the quantity and price index- 
numbers should be independent of each other is not easy to 
justify. 

It is perhaps unnecessary to discuss the rival merits of the 
arithmetic and geometric means of V, and V, in this case, since 
they are likely to agree within the limits of inevitable error. On 
the second method, using the index-number for prices already 
found, we have— 


é . 2(Q 








qg)P ee V; a V,{1 + Vi) 


a _e ) + g)P _ - 
Quantity index = 5 x SQ+op T+. 1+V; 


Ve 


For the three budgets instanced above these formule yield 
very nearly the same results. 





1918. 1925. 
Base July 1914. 





Hypothetical. 
Urban. Rural. "  p. 





*915 913 1-0172 
“872 *894 10119 
+8935 *9035 10145 
*8932 *9035 1-0145 


*892 -9012 1-0145 














Thus from 1914 to 1918 there was a fall in standard of living 
thus measured of about 10 per cent., though the fall in calorie 


1 Professor Irving Fisher uses 4/(I,I,) for prices and 4/(V,V,) for quantities. 
These satisfy the ‘‘ transitive” condition (p. 220 above) and the equation just 
given. 
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value (urban budgets) was found to be only 3 per cent. From 
1914 to 1925 the rise in standard was about 14 per cent. 

(b) Index-number of production.—Here we get no help at all 
from Sections 1 or 3. We cannot assume that there is any utility 
function of unchanged form for a nation, or that there is any 
general force increasing production of commodities of all kinds, 
modified by special variations subject to a law of error. Even if 
we had complete information we should still have to select an 
average of V, and V, on grounds of convenience rather than of 
principle, and our only security would come from approximate 
equality of the different relevant averages. But in fact the more 
important difficulties are found in the nature of the material 
rather than in the method of averaging. 

The common form of an index-number of production is 


¥,= 2EG — XE. Here the values E,, E, . . . are taken from 


a Census of Production for as many groups of commodities as 
can be treated separately. The fundamental difficulties are that 
there is no unit of the product of manufacture, except in the 
simplest cases, and that annual records are available only for a 
limited number of raw materials and of partly manufactured 
products. If the available ratios g: Q bore a constant relation 
to the essential changes in the volume of production, for example, 
if the output of the woollen industry were proportional to the 
consumption of yarn, the index V, would, as a weighted average, 
have a precision greater than the precision of its constituents. 
But there is good evidence, for example, in the engineering 
industries, that in recent years the intrinsic value of the products 
have increased more rapidly than has the consumption of the 
measurable materials. The 1924 Census of Production affords some 
means of testing this, but it is already evident that it will be a very 
difficult matter to match it with the 1907 Census for this purpose. 
It will, however, be at once possible to calculate V, as well as V,, 
since the 1924 Census gives the relative values of e,,¢, .. . 

The Board of Trade, in revaluing Imports and Exports of 
each year at the prices of the previous year uses the form V, for 
quantity, but I, for prices.1_ More consistent and logical results 
would be obtained by using +/(V,V,.) and +/(I,I,). There is a 
danger, which the Board of Trade avoids as far as possible, in 
combining the annual results thus obtained by the “chain” 


1 The price index-number is apparently deduced from the quantity index- 
2Pq 


number. Thus Jpg = SPQ x V, xX I= ZPQ x, x I. HenceI = “pq = I,. 


ZPQ 2Pq 
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method. An extreme case of the error that might be introduced 
is given in the following hypothetical example :— 





Ist Year. 2nd Year. 3rd Year. 





Commnctlity. Quantity. | Price. | Quantity.| Price. | Quantity. | Price. 
17° 1P- 2f- 2p- 3f- 3P- 





100 2 200 6 100 
100 10 90 7 100 
100 9 80 8 100 























217 - 1p = 2100 = 249. sp = 249 - 1P = X39 - sD; 
217 - op = 2470 = 249-07; 2G - op = 2020; 
ao - 1p = 2100 = 249. sp. 
By the chain method the index-number of quantity in the 
third year compared with the first is 


Ed Py, Ed - ap _ 2100 | 2470 _ 1 99 


219 -1P © 2G -op 2100 ** 2020 


while it evidently should be unity. 
If the double method were applied to both years we should 
have 











(Sea = Sette) x f(t x te) 


=, 2100, . 2020 . J 2470 * 2100\ __ 1 
be (si00t 5470) (so55 si00) =~ 


as it should in this case. 





237 +1P ., 239 + sP 
Sy p * ae ai 
it should, if the double method is applied to the first and third 
years. 

Results obtained by the chain method therefore need to be 
frequently tested by reworking on alternative methods, except 
those based on the method of the Board of Trade’s general 
index-number of wholesale prices, viz.: a geometric mean of 
relatives. 


However it is not generally equal to J ( 


5. Causes OF ERROR IN INDEX-NUMBERS 


Quite apart from misjudgment in the choice of formula, there 
are numerous sources of error in the construction of index- 
numbers, which may be classified as follows :—(a) Inaccuracy of 
price (or quantity) relatives; (b) Error due to sampling; (c) 
Errors in weights; (d) Omission of relevant classes; (e) Non- 
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coincidence of the field of selection with the objective; (f) 
Inappropriateness of the relative to the weight. Discussion of 
these errors in relation to I, can be applied mutandis mutatis to V,. 

(a) The fundamental difficulty in forming index-numbers of 
prices is in securing actual market quotations at which the bulk 
of the sales are made for commodities of precisely the same grade 
over a period of time. The trouble is present in apparently the 
simplest cases, such as wheat and pig iron, and it is more acute 
with articles of a high stage of manufacture. Averages based on 
import and export records are specially liable to error. When 
there is a definite change of grade or kind of a commodity, replace- 
ment can be effected in a chain index-number. The resulting 
error in the index-number can be expressed in terms of the typical 
error of the relative as under (c). 

(b) The error of sampling was discussed in Section 2 for the 
unweighted arithmetic average. It is still present in a modified 
form in weighted index-numbers, since it is never practicable to 
cover the whole field of investigation, but its effect needs a trouble- 
some special analysis for each case. 


(c) In the formula oo where r is the price or quantity 


relative and W the weight applied to it,! suppose the r’s to be 
correct, but that W,(1 + ¢,), W.(1 +) ... are erroneously 
taken instead of the correct W,, W,... Write « for a typical 
value (mean or mean-square or probable error) of €,, ¢. . . ., and 
write ow» for the ratio of the standard deviation of the W’s 
(regarded as a frequency group), to the average of the W’s; and 
write o, for the ratio of the standard deviation of the r’s to their 
average. Then if » is the number of commodities, and terms 
involving correlation are neglected, the resulting relative error in 
the index may be written E = wav i+. © 

For example, in a study of the Board of Trade general index- 
number for December 1925, n = 66 (the number of commodities 
grouped for a special purpose), 

Ow = 1, or = -22, whence E = « X -038. 

If now we suppose that the weights were as likely as not to be 

10 per cent wrong, so that « = ,, is the probable error, then the 
Zep. (4 
ti, = pe = =o) Here W = QP, and r= $. 


ZPQ( £ 
5g 7g) Here W = PQ andr = 6. 


Vi= 
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probable error of E from this cause is -0038, and the index, stated 
as 150, may be written 150 (1 + -0038) = 150+ -6; ife = 3, 
as 150 + -3, etc. A plausible value for ¢ can often be assigned by 
study of the data. 

If, to return to (a) we take W as correct, and r as subject to 
an error é, then the resulting error in the average may be written 


B= J V(1 + owt)(l +o) =e x “18, 


and if e is taken as ,),, the index may be written 150 (1 + -009) = 
150 + 1:3.1 

More serious errors are made by attaching the wrong import- 
ance to a group containing commodities whose price movements 
are correlated, and these can best be tested arithmetically. Thus 
it is doubtful what is the relative importance of food and materials 
in a general index-number. The Board of Trade assigns 53 : 97. 
The effect of changing this proportion can be thus shown :— 


BoarRD OF TRADE WHOLESALE PRICE INDEX, Dec. 1925 





Index. 


Weights. 


Products. 


Weights. 


Weights. 





Food . 
Materials 


Index 





163 
146 





53 
97 


150 





8639 
14162 


22801 


152 





50 
50 


100 
154} 





40 
60 


100 
153 





Again, the official German index-number attached the over- 
whelming weight 83 (in December 1925) to Home Products, 
giving only 17 to imports. The price indices were respectively 
114 and 161, and the complete index 121}. If the weights 
assigned for England by the Board of Trade are applied to the 
detailed entries, however, the index is raised to 148. 

(d) In some index-numbers a whole group is omitted for want 
of data. Suppose P, to be the index for the commodities included, 
P, the unknown index for the excluded, and P the true complete 
index, and the ratio of the weights of the included to the excluded 
isa:B(a+ 6 =1), then 

P = aP, + BP, = P, + B(P2 — P)). 


Thus the Belgian index-number excludes meat. If the Board 
of Trade excluded the meat group (weight 17 in 150), the resulting 


1 For proof and completion of the formule see Hlements of Statistics, pp. 320-1. 
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number P, for December 1925 would have been 150 instead of 
P = 153. P, for meat is 175, and the formula becomes 


153 = 150 + 4, (175 — 150). 


Errors such as these and in the latter part of (c) account for 
many of the discrepancies observed between index-numbers 
which appear to be intended to represent the same movements. 

(e) Here are included such gross errors as the application of 
wholesale price index-numbers to retail prices, of taking a number 
based only on Imports or on Exports as representative for all 
goods, or of confusing the retail food with the Cost of Living index. 

(f) The outstanding instance of the inappropriateness of the 
quantity (or price) relation to the weights is to be found in indices 
of production, as explained in Section 4. 

The errors in (e) and (f) cannot be measured. But a rough 
estimate can often be made of (a), (b), (c), (d) and of their combined 
effect. These four classes of errors are not independent of each 
other; to some extent (b), (c) and (d) are different aspects of the 
same thing. A general impression from the study of many 
details is that an index-number, when properly defined and related 
to an objective, is liable to a probable error of at least 2 per cent. 
This error is more important than any arising from the wrong 
choice of the form of a symmetric mean. 


6. Wace INDEX-NUMBERS 


The compilation of an index-number to measure the change 
in the average wages of a working population, though it involves 
many of the methods already discussed, presents certain difficulties 
and introduces new conceptions which are best elucidated by a 
special notation. 

Write N,, N, . . . for the numbers in the different industries 
or occupations, and W,, W,. . . for their average wages in the 
basic year, and n,, N, .. . Wy, W, . . . for numbers and wages 


, —_ tan —~ nw 
in another year. Write W = SN and w= Th for the 


general averages of wages at the two dates. 


Further, write R, = a0 and R, = — 


Then the main objective is to evaluate w — W, but we may 
also wish to find R, and R,, which represent the movement due 
to change of wages alone without reference to any changes in 
relative numbers in the indystries. 
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The form R, is necessarily used if we have only one record of 
numbers. It was also explicitly used by Mr. G. H. Wood 
(Statistical Journal, 1909, pp. 102-3) for measuring wages of 
“Workman of Unchanged Grade,” and it is the form by which 
the Ministry of Labour computes its “ general course of wages.” 
The form R, was used among other measurements by the 1925-6 
Coal Commission, to show the effect of the increasing number of 
less-skilled men in mines, whose wages had increased more 
rapidly than those of the fully skilled. They found R, = 1-642, 
while R, = 1-635, and w ~ W = 1-61 (Report, p. 280). 

In the general problem it is useful to separate the effects of 
the change due to shifting of numbers from that due to increase 
of wage-rates. For this purpose write n, = N,(1 + p,), 
me = N,(1 + po). . -, An = (1+ p)2N, and w, = W,(1 +7), 
w, = W,(1 -+7,)... 

In fact the p’s are computed from the Population Census, and 
the r’s from the wage-changes recorded by the Ministry of Labour, 
on different methods and with different precision. Also we know 
the value of p, but there is no corresponding check on the weighted 
average of the r’s. 


Further, write E, = aly and similar values for E,, .. . 


and finally write P = ao. 

E,, E, . . . represent the relative importance of the wage- 
bills in the different industries. P measures the change due to 
shifting of population alone. 

snw InW 
an 2NW _ 2nw  SE(1 +p) x Ry =P x R,. 





Then @ — _ = x — = - = 
w NW Sn “2nW” 1+ > 
oN oN : 
_ 2E,(1 + r1)(1 + 94) : _ 2E,(1 + 7;) 
ii i a a 


R, is greater than R,, if increase of numbers (1 + p:) is 
positively correlated with increase of wages 1 +71, i.e. if the 
population moves to occupations where wages are rising fastest. 

P is greater than 1, if 1 + p is positively correlated with W, i.e. 
if the population moves to occupations where wages were higher. 

Movements in both these senses have generally taken place 
during the sixty years or more for which there are adequate 





records. 
The values of these quantities for the United Kingdom in 
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1924, when 1914 is taken as the base year, are approximately as 
follows :— 1 








Males. Females. All, 

l+p ‘ “ ‘ ; 1-05 -98 1-03 
| a ‘* ; 1-02 “99 1-02 
R,. : ‘ F 1-904 2-12 1:94 
Ry. ; " ‘ ~ 1-906 2-12 1-943 
Px R, , - : . 1-95 2-10 1-98 














For women the movement is confused by the transfer from 
domestic service to industry and from industry to salaried work 
(not included in the computation). 

For men R, is brought down by the relatively small increase 
in coal-mining wages where the increase in numbers was con- 
siderable. R, is greater than the Ministry of Labour’s com- 
putation (1-70 to 1-75) because it is based on average earnings in 
the industries, such as are shown in the Wage. Census of 1924; 
these have increased more rapidly than rates of wages, owing to 
more piece-work and facilities for earning, and also to a shifting 
of numbers within the industries, which could not be allowed 
for in the computation of P. 

These numbers all relate to earnings in the normal week. 
Hourly rates have increased more. For annual earnings we should 
correct for changes in unemployment, holidays and sickness. 

The change in aggregate wages is measured by 

nw 


in the United Kingdom, or 1-96 if South Ireland is excluded at 


the second date. 
A. L. BowLey 


Notr.—The wage-index of the London and Cambridge Economic Service 
was only intended to be an “‘ indicator ” based on returns which could be obtained 


monthly, but it has obtained an unexpected publicity. It is of the form a Zz W x 


100. Though it is apparently unweighted, the eleven industries or occupations 
included, viz. Bricklayers, Bricklayers’ Labourers, Fitters, Engineering Labourers, 
Compositors, Railwaymen, Dockers, Coal-miners, Cotton Operatives, Woollen 
Operatives and Agricultural Labourers, were chosen to represent in reasonable 
proportion skilled and unskilled, time and piece rates, men and women, town and 
country. But in fact the separate entries are either weighted or depend on 
changes common to a whole industry, so that its form may be regarded as that of 
R,. Inthe Economic Journat, 1928, p. 4, Professor Clay writes that Engineering 
has a weight of only 1 in 9; in fact it has a weight of 2in 11. This index for 
1924 was only 179, for it intentionally neglects all population movements, 
whether within an industry or between industries. 





1 Based on The National Income, 1924, Bowley and Stamp, Chapter IV. 














AN ANALYSIS OF SUPPLY 


I 


§ 1. For the purposes of this article I define the normal 
supply price of any quantity of output as the price which will 
just suffice to call out a regular flow of that quantity when the 
industry under review is fully adapted to producing that quantity. 
Prima facie the supply price of an industry may fall, remain 
stationary or rise, as the output of the industry increases. 
According as it does one or other of these things, the industry 
will be said respectively to obey the law of decreasing, constant 
or increasing supply price.1 The same industry may, of course, 
obey one of these laws in respect of some quantities of output 
and another in respect of other quantities. It is proposed to 
study generally the way in which the relation between variations 
in normal supply price and variations in quantity of output is 
determined. 

§ 2. By the relation between variations in normal supply 
price and variations in output is meant, not necessarily the 
relation which does subsist between these things in history, but 
the relation which would subsist subject to the condition other 
things being equal. In real life, with the general advance of 
knowledge, new methods of production are being continually 
introduced and new technical appliances invented. Some of 
these changes occur, so to speak, “ spontaneously ”’; that is to 
say, they are due to factors which would operate even though the 
output of the industry remained constant. Others are the result of 
the changes in the scale of output, being called out in response to 
changes in demand. Of course, in practice, it may often be 
impossible to say whether a particular invention in, say, the 
process of steel manufacture is spontaneous in the above sense or 
not spontaneous. Logically, however, the distinction is quite 
clear. In the following pages spontaneous changes are definitely 


1 This phraseology has an advantage over “‘ increasing, constant and dimin- 
ishing returns ’’ or “ decreasing, constant and increasing ”’ cost, because in some 
circumstances average returns will be increasing and marginal returns decreasing 
in respect of the same output; and similarly with average and marginal costs. 
With increasing, constant and decreasing supply price there is no corresponding 
ambiguity. 
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ruled out of consideration. Therefore an industry may display 
continuously falling supply price through a long series of years, 
and yet may not, in any sense relevant to my problem, be 
operating under conditions of decreasing supply price. An 
industry is said to conform to increasing, constant or decreasing 
supply price when, apart from spontaneous changes—i.e. changes 
in technique not due to changes in output—increase of output 
would be associated, as the case may be, with increasing, constant 
or decreasing supply prices. 

§ 3. Most industries are made up of a number of firms, of 
which at any moment some are expanding, while others are 
declining. Marshall, it will be remembered, likens them to trees 
in a forest. Thus, even when the conditions of demand are con- 
stant and the output of an industry as a whole is correspondingly 
constant, the output of many individual firms will not be constant. 
The industry as a whole will be in a state of equilibrium; the 
tendencies to expand and contract on the part of the individual 
firms will cancel out; but it is certain that many individual firms 
will not themselves be in equilibrium and possible that none will 
be. When conditions of demand have changed and the necessary 
adjustments have been made, the industry as a whole will, we 
may suppose, once more be in equilibrium, with a different output 
and, perhaps, a different normal supply price; but, again, many, 
perhaps all, the firms contained in it, though their tendencies to 
expand and contract must cancel one another, will, as individuals, 
be out of equilibrium. This is evidently a state of things the 
direct study of which would be highly complicated. Fortunately, 
however, there is a way round. Since, when the output of the 
industry as a whole is adjusted to any given state of demand, 
the tendencies to expansion and contraction on the part of 
individual firms cancel out, they may properly be regarded as 
irrelevant so far as the supply schedule of the industry as a whole 
is concerned. When the conditions of demand change, the output 
and the supply price of the industry as a whole must change in 
exactly the same way as they would do if, both in the original and 
in the new state of demand, all the firms contained in it were 
individually in equilibrium. This fact gives warrant for the con- 
ception of what I shall call the equilibrium firm. It implies that 
there can exist some one firm, which, whenever the industry as a 
whole is in equilibrium, in the sense that it is producing a regular 
output y in response to a normal supply price p, will itself also 

1 Geometrically the continuous fall in costs would be represented by a 


lowering of the whole supply curve. 
No. 150.—voL. XXXVIII. R 








240 THE ECONOMIC JOURNAL [JUNE 


individually be in equilibrium with a regular output 2.1 The con- 
ditions of the industry are compatible with the existence of such a 
firm ; and the implications about these conditions, which, whether 
it in fact exists or not, would hold good if it did exist, must be 
valid. For the purpose of studying these conditions, therefore, it 
is legitimate to speak of it as actually existing. For any given 
output, then, of the industry as a whole, the supply price of the 
industry as a whole must be equal to the price, which, with the 
then output of the industry as a whole, leaves the equilibrium 
firm in equilibrium. The industry, therefore, conforms to the 
law of increasing, constant or decreasing supply prices according 
as the price which leaves the equilibrium firm in equilibrium 
increases, remains constant, or decreases with increases in the 
output of the industry as a whole. In industries which consist, 
not of many firms, but of one firm only, the industry as a whole 
and the equilibrium firm are, of course, identical, and there are 
no firms other than the equilibrium firm. The main part of 
this article is concerned with what are ordinarily spoken of as 
competitive conditions; i.e. conditions such that the outputs of 
the individual firms are small relatively to the output of the 
whole industry, which implies that 2,, the output of our equi- 
librium firm, is small relatively to y. The case of an industry 
consisting of one firm only will also be studied briefly in the fourth 
section. But the difficult intermediate case of an industry in 
which 2, is neither small relatively to y nor yet equal to y—a 
case involving some measure of indeterminateness—will be left 
out of account. It is assumed throughout that outsiders are not 


‘ b] 


1 Marshall’s statements about his ‘‘ representative firm ’’ show that this is 
conceived as an “equilibrium firm.” But it is also something more. It is a 
firm of, in some sense, average size. Marshall pictures it as a “‘ typical ’’ firm, 
built on a scale to which actual firms tend to approximate; for some purposes he 
suggests that it might be well to picture to ourselves several different typical 
firms, one, for example, in the company form, another, probably smaller, in the 
private business form. That this conception is appropriate to actual conditions 
is well shown by the studies of the sizes of a number of actual businesses carried 
out in 1914 by Sir Sydney Chapman and Mr. Ashton. They conclude: ‘‘ Gener- 
ally speaking, there would seem to exist in industries, or branches of industries, of 
adequate size, under given sets of conditions, a typical or representative mag- 
nitude to which businesses tend to grow, typical proportions between their parts 
and typical constitutions. . . . As there is a normal size and form for a man, 
so, but less markedly, are there normal sizes and forms of businesses.” (The 
sizes of businesses mainly in the textile industry. Statistical Journal, 1914, 
p. 512.) For my more limited purpose, however, it is not necessary to postulate 
that there is any representative or typical size of firms. Firms might be of all 
varieties of size, not concentrated about any norm. All that is required is that 
one firm is—or, rather, that the conditions are such as to make it possible for one 
firm to be—an “‘ equilibrium firm ”’ in the sense defined above. 
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excluded from the industry under review by legal rules or 
clubbing devices. 


II 


§ 4. Marshall’s discussion of internal and external economies 
has made familiar in a general way the idea that the production 
costs of an individual firm in a many-firm industry sometimes 
depend, not on the size of its own output only, but also on that 
of the industry as a whole. This idea needs, however, to be set 
out in precise form. Three stages may be distinguished. In the 
simplest stage the individual firm’s costs depend solely upon its 
own output. There are no external economies or diseconomies, 
and such internal economies or diseconomies as there are are 
wholly unaffected by variations in the scale of the industry as a 
whole. If we write y for the output of the industry as a whole 
and 2; for the output of the equilibrium firm, the money costs of 
the equilibrium firm are measured by F,(x;). In the next stage 
the individual firm’s money costs consist of two parts, one depend- 
ing on the size of its own output, the other on that of the output 
of the whole industry. We may call the former, if we will, 
internal costs, the latter external costs. The latter will consist 
of the firm’s expenditure on the materials, machinery and so on 
which it buys, and the price of which will vary with variations 
in the demand for them on the part of the industry as a whole. 
Here the money costs of the equilibrium firm are measured by 


F,(a,) + 7): In the third stage the relation between costs 


and the two sorts of output are more complex. Here it is no 
longer proper to regard the individual firm’s money costs as 
consisting of two separate and independent parts. These costs 
will undergo different variations in consequence of a given 
change in its output according to the level at which the output 
of the industry as a whole stands; and they will undergo different 
variations in consequence of a given change in the output of the 
industry as a whole according to the level at which the individual 
firm’s own output stands. The costs of the equilibrium firm are 
measured by F,(2;,y). This last formula, which is a general one, 
of course includes the two simpler formule as special cases. It 
will, therefore, be convenient in the first instance to conduct our 
analysis by means of it. 

§ 5. Let y be the output of an industry as a whole; 2, the 
output of the equilibrium firm; F,(2;,y) the total costs of the 
equilibrium firm; and p the supply price of the industry’s 


product. The following quantities have then to be distinguished. 
R2 
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First, the marginal additive cost to the equilibrium firm, 7.e. 
the difference made to the total costs of that firm by increasing 
its output from 2, to (2, + 4a;), the output of the other firms 
remaining unchanged, 


fe: OF (ar,y) OF (xr,y) 


OX oy 


Secondly, the marginal substitute cost to the equilibrium firm, 
i.e. the difference made to the total costs of that firm by increasing 
its output from 2, to (x, + Az;), the output of the industry as a 
whole remaining unchanged (i.e. that firm’s increase being 
balanced by an equal decrease elsewhere), 


__ OF +(%r,y) 
‘3 oe 


Thirdly, the average cost to the equilibrium firm 


ieee F (ry) 
Ur 

§ 6. When a firm is considering what difference will be made 
to its total costs by adding to or subtracting from its output a 
small increment, it will measure the difference by marginal 
additive cost if it reckons that the output of other firms will not 
be altered in consequence of its action, and by marginal substitute 
cost if it reckons that other firms will be driven by its expansion 
to contract their output correspondingly, so that the output of 
the whole industry, including itself, will be unaltered. It may 
reckon that something intermediate between these two things 
will happen, in which case it will look to something intermediate 
between marginal additive cost and marginea! svhstitute cost. 
If the total cost to any one firm producing a given output is the 
same, whatever quantity other firms are producing, these two 
sorts of marginal cost coincide. In any event, so long as the 
output of the industry as a whole is large relatively to the output 
of any one firm, they are not likely to differ very much. The 
technique of the discussion will be slightly different according 
as we suppose that the equilibrium firm reckons that a small 
increase in its output would involve an equal, nil, or intermediate 
addition to the output of the industry as a whole, but no difference 
will be made to the broad result. Since, therefore, the analysis 
is simplest if the equilibrium firm thinks of small changes in its 
output as involving equal and opposite changes in the output of 
its competitors, I shall proceed on the assumption that it in fact 
does this. Hence, so long as we are considering many-firm 
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industries, no further reference will be made to marginal additive 
cost; and the term marginal cost will be used without adjective 
to signify marginal substitute cost, namely, — ‘ 


§ 7. It is then easy to see that, if the supply price of the 
industry were less than the marginal cost of the equilibrium firm, 
sales at the supply price would involve a loss to it and it would tend 
to contract. If the supply price were greater than the marginal 
cost to the equilibrium firm, that firm would gain by expanding 
at the expense of other firms, because, while the cost of its old 
output would still be covered by the selling price—which would 
be unchanged, since aggregate output is unchanged—the cost of 
its new output would be more than covered.! Hence, in neither 
case would the equilibrium firm be in equilibrium. Since then, 
ex hypothesi, it must be in equilibrium, the supply price of the 
industry must be equal to the marginal cost of the equilibrium 
firm. That is, ' 3 

F, (Xr Y) 
OL, 


§ 8. If the supply price were less than the average cost of 
the equilibrium firm, it is obvious that that firm would be 
making a loss and, therefore, would tend to contract, thus belying 
its nature as an equilibrium firm. Therefore, the supply price 
cannot be less than the average cost of the equilibrium firm. 
Again, if the supply price is greater than the average cost of the 
equilibrium firm, outsiders will be tempted to come into the 
industry, forming themselves into similar firms and thus increasing 
the producing capacity of the industry, until the supply price of 
an output y is no longer in excess of the average costs of the 
equilibrium firm. Therefore the supply price cannot be greater 
than the average costs of the equilibrium firm. Hence the 
supply price is equal to the average costs of the equilibrium firm,? 
7.€. 

— F, r (2, 5) 
a ae 
§ 9. Expressed in words, this condition and the preceding 
condition together state that the normal supply price of the 
1 The argument here would have a slightly different form if marginal additive 
cost were the relevant form of marginal cost, but the result would be the same. 
Cf. post, footnote to § 20. 

2 It will be noticed that neither the preceding argument nor the condition 

set out in § 3, that the tendency of the various non-equilibrium firms to expand 


and to contract must balance one another, necessarily implies that the supply 
price is equal to the average cost of the industry as a whole. 
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product of a many-firm industry is, in respect of all quantities 
of output, equal both to the marginal cost and to the average 
cost of the equilibrium firm; cost being understood, of course, 
in the sense of money cost. These two conditions are funda- 
mental and of general application. The resultant equality 


OF (ary) = F,(2r,y) 
Oxr ar 





can also be derived directly from the proposition that, when y is 
given, x, must be such as to make — a minimum. 


§ 10. There are three sorts of equilibrium, unstable equilibrium, 
neutral equilibrium and stable equilibrium. A system is in 
stable equilibrium if, when any small disturbance takes place, 
forces come into play to re-establish the initial position; it is in 
neutral equilibrium if, when such a disturbance takes place, no 
re-establishing forces, but also no further disturbing forces are 
evoked, so that the system remains at rest in the position to 
which it has been moved; it is in unstable equilibrium if the 
small disturbance calls out further disturbing forces which act 
in a cumulative manner to drive the system away from its initial 
position. A ship with a heavy keel is in stable equilibrium; an 
egg lying on its side in neutral equilibrium; an egg poised on one 
of its ends in unstable equilibrium. Obviously for practical 
purposes unstable equilibrium is no equilibrium at all: its presence 
would involve the system running down to one in which the 
industry consists of a single firm. In order that the equilibrium 
OF, r(2r,Y) 

Ox? 
is constant over a certain range: in order that it may be stable, 
the further condition that , 


02F'-(x7,y) 
Ox,” 


§ 11. Let us now consider in turn the three cases distin- 
guished in § 4. In the simplest of these, when the costs of the 
equilibrium firm are dependent only on its own output and not 
at all on the output of the industry as a whole, the expression 
F,(x;,y) degrades to F,(x;). The two conditions of equilibrium 
become 


may be neutral we require the further condition that 
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and the condition that the equilibrium shall be neutral or stable 
becomes eee eee 
In a many-firm industry condition (3) in conjunction with con- 
dition (1) rules out the law of decreasing supply price in 
respect of outputs equal to or greater than what is being actually 
sold. For, if that law holds for the industry as a whole, it must 
hold for some individual firm belonging to it, and such a firm, 
once getting an accidental start, would cumulatively undersell 
and oust all the others. Condition (3) is not, however, really 
necessary to exclude the law of decreasing supply price. For 
conditions (1) and (2) in conjunction exclude both this law and 
also the law of increasing supply price. This is easily proved. 
The two conditions together yield 


ae = Fie) 


This implies that x, and consequently F,’(x,), are determined 
independently of the output of the industry as a whole; and this 
implies in turn that the supply price of the industry is the same 
whatever the magnitude of its output. In other words, the 
industry is necessarily conducted in accordance with the law of 
constant supply price. 

§ 12. In this simple case, since the cost function of the 
equilibrium firm is a function of one variable, it can be—as of 
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course it cannot be when two variables are involved—represented 
by a plane diagram. It may be of service to persons who prefer 
diagrams to algebra to set out the implications of the foregoing 
analysis by these means. In the annexed figures the curve SSm 
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represents the marginal costs that various amounts of output 
involve to the equilibrium firm, and the curve SS, the average 
costs. These two curves are, of course, bound together by a 
rigid relation; such that, if M be any point on Oz and a per- 
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pendicular be drawn through MV cutting SSm in Q and SSz in P, 
the area SQMO is equal to the rectangle RPMO, whatever be 
the shapes of the two curves. It is easy to see that, if either 
curve slopes downward throughout (as in Fig. 1), the other 
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must also do this; and, if either slopes upward throughout (as in 
Fig. 2), so also must the other. If SS, slopes downward at 
first, then turns upward and thereafter continues to rise, the 
curve SS, will continue to slope downward until the point at 
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which the now upward moving SS,, intersects it, and will then 
itself turn upward. This case is represented by Fig. 3. if 
SS, slopes upward at first, then turns downward and there- 
after continues to fall, SS. will, in like manner, slope upward 


Yy 














O M x 
Fia. 4. 

until SS, intersects it and will then itself turn downward. This 

case is represented in Fig. 4. Finally, if, either initially or after 

a point of intersection between the two curves, either of them 

henceforward moves horizontally, the other must coincide with 
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it and do the same. This case is represented in Figs. 5, 6 and 
7.1 The conditions of equilibrium for the equilibrium firm set 


1 We could, of course, if we wished, draw more complicated figures in which 
the curves should reverse their direction of movement more than once, but no 
new principle would be brought to light by this proceeding. 
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out in the preceding section imply that it is producing such a 
quantity of output OM that an ordinate drawn perpendicular to 
OM cuts the curves SS, and SS. at the same point. Hence in 
the conditions represented in Figs. 1 and 2 no equilibrium of any 
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sort is possible. In those represented by Fig. 4 there is a single 
point of unstable equilibrium: in those represented by Figs. 5 
to 7 there are ranges of neutral equilibria: and in those repre- 
sented by Fig. 3 there is a single point of stable equilibrium ; the 
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point, namely, at which internal economies have reached their 
limit in such wise that the average cost of production is at a 
minimum. Unstable equilibrium is, as we have seen, for prac- 
tical purposes impossible. If neutral equilibrium prevails, 
changes in the output of the equilibrium firm may take place, 
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but cannot be caused by associated changes in the output of the 
industry as a whole. If stable equilibrium prevails, the output 
of the equilibrium firm cannot change. It is fixed rigidly, and 
changes in the output of the industry as a whole can only come 
about through an alteration either in the number of firms 
employed or in the magnitude of the non-equilibrium firms. 
In any event, whether neutral or stable equilibrium prevails, 
the average (and marginal) cost of the equilibrium firm, and so 
the supply price of the industry, is the same for all outputs of 
the industry : 7.e. the industry conforms to conditions of constant 
supply price. 

§ 13. In the second class of case distinguished in § 4 the 
formula for the costs incurred by the equilibrium firm degrades 


to F(a) + Hy). 


The two conditions of equilibrium become 


p= Fria) + WO) ee ee an 
p = THe) Ww) es 


and the condition that the equilibrium shall be neutral or stable 
becomes, as before, 
F," (ar) => 0 . . . . . . (3). 

As in the previous case, conditions (1) and (2) yield =e) = F,' (2). 
So far, therefore, as the internal position and what we eR term the 
internal costs of the equilibrium firm are concerned, everything 
is exactly the same as it was in that case. Internal costs per unit 
of product are determined at a fixed level independent of the 
output of the industry as a whole, and the size of the equilibrium 
firm is also independent of that output. In this case, however, 
these results do not imply that the industry as a whole must 
conform to the law of constant supply price. For, though 
Ae; —— is fixed independently of y, the element Hy), and, therefore, 


Fear) wy) 
“- 


are, so far as the present argument goes, free to vary up or down 
asy varies. Thus, if a growth in the output of the cotton industry 
led to a rise in the price of its material, raw cotton, the cotton 
industry as a whole would conform to the law of increasing 
supply price; if its expansion led to a fall in the price of raw 
cotton, to the law of decreasing supply price. To determine 
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whether in fact the price of materials, machinery and so on 
supplied to an industry by others will rise, fall or remain constant 
when the output of that industry increases, we should need 
to step outside the industry primarily under review and investi- 
gate the conditions of production in the others. 

§ 14. In the third and most general case distinguished in 
§ 4 it is obvious that the three governing conditions impose no 
restriction on the relations that may subsist between variations 
in the supply price and in output. It is still true that, for any 
given output of the industry as a whole, the output of the equi- 
librium firm must be such as to make its marginal costs and its 
average costs equal. But, as the output of the industry as a 
whole varies, both the output of the equilibrium firm which will 
make these two things equal and also their magnitude when they 
are equal may vary indefinitely in either direction. Even, 
therefore, if the prices of the materials and machinery bought from 
outside do not vary with variations in the scale of our industry, 
its own supply price may vary. Many-firm industries of the 
generalised type are thus perfectly free to conform to the law of 
increasing supply price, constant supply price, or decreasing 
supply price, or to any combination of these laws in respect of 
different quantities of output. Fig. 3 on p. 246 still correctly 
represents the conditions of supply in the equilibrium firm when 
the aggregate demand is such that OM units are being purchased from 
that firm at a price PM per unit. But now, when the aggregate 
demand alters, the curves SS,, and SSz alter also. They move 
upwards or downwards, or they change their shape or they do both 
these things. After the change, as before, equilibrium is only 
obtained when the selling price is equal to both the average cost 
and the marginal cost of the equilibrium firm. The output of that 
firm is still measured by OM, where M is the base of a perpen- 
dicular drawn from the point of intersection of SS, and SS.; 
but, nevertheless, both the selling price and the output of the 
equilibrium firm may be different from what they were before 
the change. 


III 


§ 15. Consider an industry towards whose output several 
factors of production contribute: and for the present ignore the 
fact that the industry also purchases for its service materials and 
machinery made by factors of production employed outside itself. 
When an output y is being produced by the industry as a whole, 
let a, b,... units of the several factors be at work in the 
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equilibrium firm at prices p,, p,. ... The supply price of the 
output y is then 
fo + ob +... 
&, 


and the rate at which the supply price increases as y increases 


APRA, Zya+ b+...) 
-Hdp ety} foie) +n) +} 


The elements fn) ms ol Pra) +.. bin this expression 


represent a net cost to the community as a whole: they measure 
the money value of the satisfaction which the increments of the 
several factors that are diverted to our industy would have 
yielded if they had not been so diverted. But the elements 


mtd gifs 4. vp + ‘ ood do not represent any net cost to the 
r 


A : a whole. When they exist, they represent 
transfers of purchasing power from the people controlling the 
industry, and ultimately from the consumers of its output, to 
the owners of the several factors of production. If the prices 
of these factors are unaltered by changes in the output of our 
industry—which will happen if the industry does not employ 
more than a very small proportion of the total supply of any 
factor—they vanish; otherwise they may be either positive or 
negative. In any event they stand on a different footing from 
the other set of elements. It becomes important to distinguish 
industries, not only according as they follow the laws of increasing, 
constant or decreasing supply price as understood so far, but also 
according as they conform to one or another of these laws when 
the rates of change in money supply price have been corrected so as to 
eliminate transfer elements. An industry conforms to one or 
another of the above laws thus qualified according as 
d fF (%,y)t 1 ath Ee 


is positive, nil or negative; 7.e., lie as 


d/a d/b 
{Pig (s) + Paya.) ss 4 or 
§ 16. So far as formal considerations go there is not here any 


restriction on the range of what is possible. It is necessary, how- 
ever, to look behind formal to material considerations. Clearly the 
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law of decreasing supply price, as conceived when correction 
has been made for transfer elements in rates of price change, is 
materially possible. For, when the scale of an industry increases, 
this change often leads to a change in the internal structure and 
methods of working of the firms engaged in it of a kind which 
lowers the average (which is also the marginal) cost of the output 
that maintains the equilibrium firm in equilibrium. Thus many 
writers have called attention to the fact that, when an industry 
is on a small scale, the firms belonging to it all engage in pro- 
ducing a number of different types or varieties of their com- 
modity. They are, more or less, firms of all work. There is not 
a sufficiently wide or assured market to allow of close specialisation. 
As, however, the general demand grows, it becomes more and 
more worth while for firms to specialise on particular types. 
Thus Sir Sydney Chapman has observed that the relatively large 
scale of the cotton industry in England is associated, not only 
with specialisation between the processes of spinning and weaving, 
but with further specialisation between firms spinning fine counts 
and those spinning coarse counts. In contrast to this: “ The 
range of work undertaken by the typical factory in Germany is 
far greater than that undertaken by the typical factory in Eng- 
land. Hence naturally the skill of the operatives is less in Ger- 
many; more time is wasted and factory organisation is less 
perfect.” 1 The increased specialisation of its component firms 
made possible by an enlargement in an industry as a whole 
often involves a large reduction in costs. This reduction might, 
so far as pure theory goes, be accompanied by no change, or even 
by a decrease, in the size of the typical firms. In practice, it is 
likely to be accompanied by some increase in this size. Thus 
Marshall writes: ‘‘ An increase in the aggregate volume of the 
production of anything will generally increase the size, and, 
therefore, the internal economies possessed by (such) a repre- 
sentative firm.” 2 This, however, is a secondary consideration. 
The essential point is that an increase in the scale to which an 
industry is producing frequently alters—in general diminishes— 
the average (and marginal) costs of the equilibrium firm con- 
tained in it, whether or not it also alters its size. There is then 
no difficulty in seeing that the law of decreasing supply price, as 
conceived when correction has been made for transfer elements 
in rates of price change, is not merely formally possible, but is 
likely to be followed in practice by many manufacturing 
industries. 
1 Work and Wages, Vol. I. p. 166. 2 Principles of Economics, p. 318. 
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§ 17. The law ofincreasing supply price, as so conceived, is, 
however, in different case. When an industry increases its scale of 
output, various new arrangements as to distribution among firms 
of different sizes, proportion of factors employed and so on may be 
found to be economical, which would not have been economical in 
a small-scale industry. But, apart from changes in the prices 
of the several factors, no arrangements possible before are 
excluded. For example, there is nothing to prevent a 1 per cent. 
increase of output from being brought about by an equal pro- 
portionate increase in all the factors of production, and it is 
plainly impossible that a 1 per cent. increase in all the factors 
(including managerial capacity) can involve Jess than a 1 per cent. 
increase of output. Unless there is some other arrangement 
involving equal money cost but producing more output than this, 
this will, therefore, be adopted. In other words, it is impossible 


that 
[Prdylse) + Pate) Pes . > 0. 


This implies that in actual life an industry, whose purchases 
embrace only factors of production, cannot conform to the law 
of increasing supply price as conceived when correction has been 
made for transfer elements in rates of price change. 

§ 18. When an industry, besides purchasing ultimate factors of 
production, purchases also materials, machinery and so on, the 
matter is less simple. The expression that represents rates of 
change in the money supply price now contains further elements 


of the form TP ; and these elements, if such exist, do not now 


necessarily represent only transfer expenditure. They do not 
do so, for example, when an increase in the size of the cotton 
industry enables textile machinery to be produced for that 
industry with more help from specialisation and standardisation 
in the industries that supply it. Since, however, what is sold to 
one industry, other than factors of production, must be the product 
of another industry, it follows from the discussion of the pre- 
ceding section that an increase in the output (and, therefore, in 
the demand for materials and machinery) of our industry cannot 
involve an increase, as conceived when correction has been made 
for transfer elements in rates of price change, in the supply price 
of the things it buys. Therefore, in this complex case no less 
than in the simpler one, the law of increasing supply price, so 
conceived, is excluded. From a cosmopolitan point of view it is 
excluded absolutely. From the point of view of a particular 
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country purchasing materials from abroad it may, however, be 
present. For, though, if the price of the materials rises as a con- 
sequence of an increase in the scale of our industry, this can only 
be because a transfer is made to the owners of the factors that 
help to make them, these owners belong to other countries, and, 
therefore, so far as our country is concerned, the transfer does not 
cancel out. 


IV 


§ 19. Let us now revert to laws of supply price conceived 
simpliciter, and consider them in relation to an industry composed 
of one firm only. Here the equilibrium firm and the industry 
as a whole become identical, so that there is no need to 
employ a function of two variables. Moreover, marginal cost 
is no longer ambiguous: it must signify marginal additive 
cost, since there is no such thing as marginal substitute 
cost. If we were to follow blindly the lead of the preceding 
discussion, we should conclude that equilibrium requires that 


p= = F’(y). This would mean that there can only be a 


supply price in respect of one or, if the curves of marginal cost 
and of average cost cross one another several times, in respect of 
a few isolated quantities of output, unless the industry conforms 
to conditions of constant supply price. Only then, it would 
seem, is the existence of a continuous supply schedule of the 
ordinary type possible. It is not difficult to see, however, that 
the foundation of this argument is unsound. For the equi- 
librium firm of a many-firm industry it is true that equilibrium is 
only attainable if both its average cost and its marginal cost are 
equal to the supply price of the industry. But for the equi- 
librium firm of a one-firm industry that is not true. There can, 
indeed, be no equilibrium if the average cost is greater than the 
supply price and the industry is selling at the supply price; for, 
in such conditions, there will be a tendency to contraction. 
Likewise there can be no equilibrium if the marginal cost is 
greater than the supply price and the industry is selling at the 
supply price; for here, again, there will be a tendency to contrac- 
tion. But, since we have to do with one firm only, equilibrium 
does not forbid average cost to be Jess than the supply price. 
Again, if, where average cost is equal to the supply price, marginal 
cost is less than this, and the industry is selling at the supply price, 
there is no tendency for output to expand, since any expansion 
would necessarily involve a loss, and, therefore, equilibrium is not 
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incompatible with this arrangement.! Hence we conclude that 
in a one-firm industry the supply price of any given quantity of 
output is equal to average cost or marginal cost, according as 
the one or the other of these is the greater. So far as formal 
considerations go, the industry is free to conform to decreasing, 
constant or increasing (money) supply price. If it conforms to 
decreasing supply price throughout, the supply curve is coincident 
with the curve of average cost: if it conforms to increasing 


1 This matter is best elucidated by means of a diagram. Let DD’ be the 
demand curve: SS» the curve of marginal costs, and SS, the curve of average 
costs in the sense explained in § 12. Let OM units be produced and sold at a 
price PM, where P is the point of intersection between DD’ and SS,. If the 
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industry were to increase its output beyond OM, say to ON, the extra units 
would cost less than PM per unit to produce. But, nevertheless, on the assump- 
tion that all units are sold at the same price, ON units could not be sold at a less 
price than QN without involving the industry in a loss. Since, however, the 
portion of DD’ that is to the right of P necessarily lies below SS,, it is impossible 
for an output ON to be sold at a price as high as QN. Hence, if the industry 
expands its output beyond OM, it will make a loss; and, therefore, it has no 
tendency to expand. When the curves SS,, and SS, represent the circumstances 
of one equilibrium firm among many firms, the position is quite different. It is 
not now proper to draw a demand curve of the form of DD’. The price in the 
market would be absolutely unaltered by an expansion on the part of the equi- 
librium firm if its expansion were balanced by the corresponding contraction in 
other firms, and approximately unaltered—the equilibrium firm being supposed 
small relatively to the industry as a whole—if the output of other firms remained 
unchanged. Therefore the equilibrium firm could expand to ON and still sell at 
approximately the old price PM. Thus it could sell an enlarged output at more 
than the average cost of that output, and so make a gain. Hence, for one 
firm among many others, a state of things in which the supply price of 
the industry is equal to the average cost of the equilibrium firm, but greater than 
its marginal cost, is not a state of equilibrium. 
No. 150.—voL. XXxXvIII. 8 
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supply price throughout, with the curve of marginal cost: if it 
conforms to constant supply price throughout, with both these 
curves. If it conforms to conditions of increasing supply price 
in respect of some outputs, and to decreasing supply price in 
respect of other outputs, the supply curve lies along the curve 
of average cost when this is higher than the curve of marginal 
cost, and along the curve of marginal cost when that is the 
higher of the two. 

§ 20. What has been said above delimits the range of what is 
possible for variations in supply price conceived simpliciter. As 
was shown, however, in §§ 17-18, when correction has been made 
for transfer elements in rates of price change, supply price cannot, 
apart from the special case of imported materials, increase with 
increases of output. Hence in a one-firm industry, as in a many- 
firm industry, only the laws of constant or decreasing supply price, 
as so conceived, are admissible otherwise than in this special case. 


V 


§ 21. We have now to introduce a new concept, the marginal 
supply price, as distinguished from the supply price of an 
output y to an industry as a whole. Let us first suppose 
that no element of transfer expense needs to be allowed 
for. Then the marginal cost to the industry as a whole, i.e. 


the marginal supply price of an output y, = iA g ' F(z,y)}. 


The marginal supply price then, except in one-firm industries in 
which marginal cost exceeds average cost, exceeds the supply 
price by 
d Peay) _ Pty) yo ee 
dy Xr . Ur 
Now the industry conforms to the law we increasing, constant or 
decreasing supply price according as a { Teg) is positive, nil 
or negative. It follows that the marginal supply price exceeds, 
equals or falls short of the supply price according as the industry 
conforms to the law of increasing, constant or decreasing supply 
price. 
§ 22. When an element of transfer expense is present, the 
marginal supply price, corrected to allow for this, of an output y 
to the industry is 


= ye Yap apy ope ; 
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and, with the same exception as before, the marginal supply 
price, thus corrected, of an output y exceeds the supply price by 


rato) Ne Be 


But, as was shown in § 15, the i conforms to the law of 
increasing, constant or decreasing supply price, as conceived when 
correction has been made for transfer elements in rates of price 
change, according as 


{ane \_ aah Py vps = 
dy Xe 7 


is positive, nil or negative. Therefore, ean whether transfer 
elements are or are not present, the marginal supply price of an 
output y of an industry, corrected for these elements, is greater 
than, equal to or less than the supply price, according as the 
industry conforms to the law of increasing, constant or-decreasing 
supply price as conceived when correction has been made for 
transfer elements in rates of price change. 

§ 23. Subject to the condition that the marginal utility of 
money is equal to all parties involved, it is evident that maximum 
satisfaction is attained when the output is such as to make the 
demand price equal to the marginal supply price corrected, if 
correction is needed, to allow for transfer elements. Hence, alike 
in a many-firm and in a one-firm industry, an output which makes 
the demand price equal to the supply price will be too large, 
right or too small, according as the marginal supply price so 
corrected is less than, equal to or greater than the supply price ; 
that is to say, apart from one-firm industries, in which marginal 
cost exceeds average cost, according as our industry conforms to 
the law of increasing, constant or decreasing supply price, as con- 
ceived when correction has been made for transfer elements in 
rates of price change. In one-firm industries of the excepted 
kind, if there are no transfer elements, an output which makes 
the demand price equal to the supply price will be right; if 
there are transfer elements, it will be too small. 

A. C. Pieou 











VARYING COSTS AND MARGINAL NET PRODUCTS 


1. Tuts note seeks to show that the doctrine set forth by 
Professor Pigou in the second edition of his Economics of Welfare, 
Part IT. chap. x. needs qualification. 

2. No attempt has been made to phrase it precisely. For the 
sake of brevity, certain inaccuracies and ambiguities of expression 
have been allowed to pass, since they do not materially affect 
the main argument. In particular, the notion of cost— 
“marginal” and ‘“ infra-marginal’”’—needs elucidation. But 
that task is left over for another occasion. 

3. The doctrine in question may be summarised as follows : 

An increase in the scale of an industry “‘ obeying the law of 
diminishing returns ” causes a higher price per unit to be charged 
for the whole output : hence it ‘‘ throws a burden on purchasers 
which is not reflected in any loss to the investor ” to whom it is 
due. From this it might appear that the return to the investor 
[the ‘‘ private net product ”’ of his investment] is greater than the 

addition he makes to the national dividend [its ‘ social net 
product ’’] by the amount of the purchasers’ loss. The appear- 
ance is, however, illusory; for the burden thrown on to con- 
sumers “‘is balanced by a corresponding and equivalent gain to 
. . « landlords ” : so that enlarged output “ does not involve any 
net change in the fortunes of the community outside those 
who make the investment,”’ but merely a transfer from purchasers 
to landlords.1 Thus, where diminishing returns prevail, 
the marginal social net product of investment is equal to the 
marginal private net product.? 

In the converse case of an industry “‘ obeying the law of 
increasing returns,’’ an expansion of production causes a lower 
price per unit to be charged for the whole output; and thus 
occasions a gain to the purchasers which is not reflected in any 
gain to the investor. But this gain is not balanced by a reduction 
in rents : itis, in fact, “ offset by nothing.” Hence “ in industries 
of increasing returns, enlarged output involves a net change 


1 A.C. Pigou, op. cit., p. 194. 

2 So also, it is argued, in the case of constant returns (op. cit., p. 193). For 
here an expansion of output involves no change in price, and therefore neither 
throws a burden nor confers a gain on the purchasers. 
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[increase] in the fortunes of the community outside those who 
make the investment ” to which it is due; and the private net 
product of that investment is accordingly less than its social net 
product by the amount of the purchasers’ gain.1_ Conditions of 
simple competition are assumed in both cases. 

4, Under conditions of simple competition the long-period 
supply price of any given output is equal to its marginal cost of 
production (as measured in money). Following the procedure 
and terminology adopted by Alfred Marshall in constructing his 
“ particular expenses curve,” ? we may identify this marginal 
cost with the cost of a unit whose “‘ producer has no differential 
advantages for production.” This is the same thing as saying 
the cost—to its producer—of a unit produced under the least 
favourable circumstances prevailing when the output is of the 

iven magnitude.* In equilibrium the whole output sells at this 
& i$ q Pp 
price. But there may be (usually are) some units whose pro- 
ducers have differential advantages and whose cost- (excluding 
rent) is therefore less than this: each of these units contributes 
to rent a sum equal to the difference between its own cost (exclud- 
ing rent) and marginal cost. In the aggregate, rent is equal to the 
sum of these differences.* 

5. Clearly, then, the effect which a change in the scale of 
production has upon rent depends not only upon its effect on 
marginal cost and price, but also upon its effect on the cost 

1 Loc. cit., pp. 193-4. 

2 Principles of Economics (7th ed.), Appendix H, pp. 810-11. 

3 Here and elsewhere, ‘‘ cost ” should be taken to mean the [mathematically] 
‘* expected ’’—not the actual—cost. The actual cost of any particular unit will 
be greater or less than its ‘“‘ expected ” cost according as its producer’s experience 
is worse or better than the expectation. Thus each unit’s contribution to rent, 
as defined in the text, is its ‘“‘ expected,” not its actual, contribution. But, in 
equilibrium, the sum of the excesses above expected costs must be equal 
to the sum of the deficiencies below them—otherwise the expectation of 
profit in the industry would be above or below normal. Hence the aggregate 
of actual rents is equal to the aggregate of ‘‘ expected ”’ rents—which latter is the 
“ aggregate rent ” of the text. Similarly, marginal cost is the “‘ expected ” cost 
where the expectation is least favourable. Some units may actually cost more 
than this, but if they do they will be sold at a loss, 7.e. their producers will get 
less than normal profits. 

4 This implies that the marginal unit of output contributes nothing to rent. 
To reconcile this position with the modern view that the payment for land ‘ on 
the margin of transference ” (see H. D. Henderson, Supply and Demand, chap. vi. 
pp. 101-2) should be counted as a cost, it is merely necessary to treat as “‘ cost” 
such part of the payment for each piece of land attached to the industry as is 
required to prevent its being transferred to another use, and only the excess 
over this as “ rent.”” Land on the margin of transference does not then yield 
any “rent,’’ but land specially suitable for the particular industry under con- 
sideration does. Of course, other factors besides land may yield “rent” as 
defined in the text. 












260 THE ECONOMIC JOURNAL [JUNE 


(excluding rent) of those units whose producers enjoy “ differential 
advantages ’—or, as we may conveniently say, its effect on 
* infra-marginal costs.” That it is liable to have such an effect 
a moment’s reflection will show. For many of the external 
economies of large-scale production (e.g. increased facilities for 
transport and communication) will often be shared by all pro- 
ducers and affect every unit of output.1 Nor is it difficult to see 
that the effect on infra-marginal costs (per unit) may differ in 
magnitude and even in direction from the effect on marginal cost ; 
for different parts of the output may be differently affected. An 
economy in haulage costs, for example, may reduce cost of 
production per unit more on sites which are remote from a 
market than on those which are near to it; and if the enlarged 
output, while lowering haulage cost, raises the cost of handling 
at the point of destination (e.g. by congesting a port at which the 
goods are loaded for export), the net effect on cost may be upward 
for sites near that point and downward for those further off.? 

It is considerations of this kind that seem to necessitate some 
qualification of the doctrine summarised in § 3. 

6. We have to consider an increase of output from x to (a + 1) 
units. 

Let supply price for the output « = p, = marginal cost of 
production = cost of producing a unit without “ differential 
advantages ’’ when the total output is x. And let supply price 
for the output («+ 1) = p, = marginal cost = cost of pro- 
ducing a unit without “ differential advantages ’’ when the total 
output is (x + 1). Then, in equilibrium, the total selling values 
of the outputs w and (# + 1) are p,x and p,(x + 1) respectively. 
And the ‘“ burden thrown on to purchasers ” by the enlargement 
of output is (p, — p,)z. This is positive (indicating a loss) if 
P,>P;, 1.e. in the case of diminishing (marginal) returns : 
negative (indicating a gain) if p, < pj, 7.e. in the case of increasing 
(marginal) returns; and has the value 0 (indicating neither loss 
nor gain) if p, = pj, 7.e. in the case of constant (marginal) returns. 

Let the total cost of production excluding rent be c, when 
the output is x, c, when it is (x + 1). Then rent is p,w — c, when 

1 The case (noted by Professor Pigou, op. cit., p. 195) of an industry importing 
a raw material whose price rises as demand increases affords—if we confine our 
attention to the importing country—an illustration of an external diseconomy 
of large-scale production, a lessening of facilities, which affects every unit of 
output equally. 

2 Of course, if marginal cost falls as output grows, infra-marginal costs per 
unit cannot go on rising indefinitely; for they would eventually become equal 


to marginal cost—and they cannot be higher. But they may go on rising over a 
wide range of outputs even though marginal cost continues to fall. 
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the output is x, and p,(z + 1) — c, when it is (x +1). Hence 
the “landlord’s gain” from the expansion of output is 
[p(x + 1) — ¢,] — [pe — ¢y], te. (py — py)% — [(Cz — Pe) — 4]. 

But we have already seen that the expression (p, — p,)x 
represents the “‘ burden thrown on to consumers.” Thus “ land- 
lord’s gain ” is equal to the burden thrown on to consumers when 
the expression (c, — p.) —c,=90: less when it is positive: 
greater when it is negative. And this holds good whether 
P2, > or <or = p,: t.e. whether (marginal) returns are diminish- 
ing, increasing or constant. 

Hence it is clear that the question whether the loss (or gain) 
“thrown on to the purchaser’ by an enlargement of output is 
or is not “‘ balanced by a corresponding and equivalent gain ”’ 
(or loss) to the “landlord ” does not depend on whether the 
commodity is produced under conditions of diminishing, increasing 
or constant returns. 

Further analysis will indicate what it does depend on. 

7. The conditions under which the “ burden thrown on to 
purchasers ”’ is equal to the “‘landlord’s gain ”’ is c, — p, — c, = O, 
that is to say, c, — py = C,. But, by definition, p, is the cost of 
a unit produced under the least favourable circumstances when 
the output is (x + 1) and contains no rent; while c, is the total 
cost, other than rent, of that output. Hence c, — p, is the total 
cost, other than rent, of the x units produced in the most favour- 
able circumstances (7.e. with the greatest differential advantages) ! 
when output is (x + 1). And c, is the total cost, other than rent, 
of the output x. Our equation therefore means that the cost, 
excluding rent, of the x units which are produced in the most 
favourable circumstances when the output is (x + 1) is the same 
as the cost, excluding rent, of the output x: in other words that, 
except as regards one unit (that, namely, which is produced in 
the least favourable circumstances), the facilities for producing 
the larger output are, on balance, neither more nor less than those 
available for the smaller output; or, in other words again, that, 
except as regards the least favourably conditioned unit of the 
larger output, there are, for the industry as a whole, neither 
economies nor diseconomies of large-scale production (or, 
alternatively, that these economies and diseconomies exactly 
balance). 


1 Of course, many—indeed all—of the units making up the output may be 
produced in conditions affording no more facilities than the least favourable 
circumstances—only a few, or none, may enjoy “ differential advantages.”’ The 
wording of the text means merely that the x units referred to must include all 
those, if there are any, whose producers have such advantages. 
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On this assumption, Professor Pigou’s statement that, under 
conditions of diminishing [marginal] returns, the burden thrown 
on to consumers “‘ is balanced by a corresponding and equivalent 
gain to landlords”’ is perfectly true. But then, if the same 
assumption is made, it is equally true of increasing returns. 

It may be observed in passing that this assumption is not 
likely to be often fulfilled in practice. For, as we have already 
seen, a change in the scale of production is always liable to affect 
the facilities for producing a substantial part, if not the whole, of 
the output. Referring to agriculture, Marshall observed many 
years ago that ‘“‘ we are not properly at liberty to assume that the 
expenses of raising the produce from the richer lands and under 
the more favourable circumstances are independent of the extent 
to which production is carried ; since an increased production is 
likely to lead to an improved organisation, if not of the farming 
industries themselves, yet of those subsidiary to them, and 
especially of the carrying trade.”’ 1 The same reasoning applies 
to other industries. And the odds are against economies of this 
kind being exactly offset by analogous diseconomies. 

8. Consider next the circumstances in which the “ landlord’s 
gain” is greater or less than the “ burden thrown on to con- 
sumers.” We get the one or the other of these results according 
as (Co — p,) —¢,S 0: that is to say, according as c, — py Sc}. 

Translating symbols into words, this means that “ landlord’s 
gain ”’ exceeds or falls short of “‘ purchasers’ loss ” according as 
the cost, excluding rent, of the x units produced in the most 
favourable circumstances when the output is (x + 1) is less or 
greater than the cost, excluding rent, of the output 2 Now 
the first of these costs is less than the second if the facilities for 
producing the larger output, exclusive of the unit produced in the 
least favourable circumstances, are greater than those available 
for the smaller output: greater, if they are smaller. Hence an 
enlargement of output causes a net increase “in the fortunes of 
the community as a whole outside those who make the investment 
to which it is due ” if, apart from their effect in the least favour- 
ably circumstanced unit of the larger output, the economies of 
large-scale production outweigh its diseconomies : a net decrease 
in the converse case. 

The question whether an enlargement of output causes “a 
net change in the fortunes of the community outside those who 
make the investment ”’ to which it is due and, if so, whether this 
“net change”’ is a gain or loss, is thus seen to depend not on its 

1 Op. cit., p. 473 n. 
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effect upon the cost of the marginal unit but on its effect on the 
cost of the rest of the output. 

9. Something more should perhaps be said about the special 
case in which the change in the purchasers’ fortunes is “ offset 
by nothing ”—in which, that is, landlord’s gain is zero. The con- 
dition for this is (p, — p,)x — [(¢g — po) —¢,] = 9: that is to 
say, é 
(Pe — P1)% = (Cy — Po) — Cy, OF Pz — Py = (Cz — Pa)/% — Cy /a. 

Now p, — p, is the change in the marginal cost of production : 
while the expression (c, — p.)/x — c,/x is the amount by which 
the average cost per unit (excluding rent) of the x units produced 
in the most favourable circumstances when output is (x + 1) 
exceeds the average cost per unit (again excluding rent) of the 
output x. Our equation, therefore, means that the enlargement 
of output sets up economies or diseconomies or both which, on 
balance, cause the average cost (excluding rent) of the whole 
output to change in the same direction and by the same amount 
as the cost of a unit produced in the least favourable circumstances. 

On this assumption, Professor Pigou is right in claiming that 
“‘in industries of increasing [marginal] returns the gain to pur- 
chasers is offset by nothing.” But, once more, if the same 
assumption ts made, the claim is equally valid as regards the 
purchasers’ loss in industries “ of diminishing returns.” } 

This assumption is perhaps more likely to be fulfilled than that 
discussed in § 7. But not very likely. For, when an industry 
expands, some of the new resources which it employs (say, some 
of the new sites taken in) will often be less suitable than any of its 
old resources (say, sites already occupied). The units of output 
produced with their aid (say, on the new sites) are therefore 
subject to a diseconomy—a worsening of facilities—which is not 
shared by the rest of the output. Hence, unless this peculiar 
disadvantage is offset by economies (or an absence of dis- 
economies) which are likewise not shared by the rest of the output, 
cost under the least advantageous circumstances will increase 
more or diminish less than the average cost throughout the 
industry. The conditions under which our present assumption 

1 Professor Pigou’s hypothetical case of an industry dependent on imported 
raw materials which rise in price as output grows is, in fact, an example—if we 
confine attention to the importing country and suppose no other change in the 
facilities for production—of a diminishing return industry in which average cost 
moves in the same direction and by the same amount as marginal cost. And the 
‘ real parallelism ’’ which he finds in these circumstances between “ diminishing 


return industries ” and “ increasing return industries ” is due to the fact that he 
is here making the same assumption about both. 
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is fulfilled are therefore of a somewhat special character. (Of 
course, in cases where an expansion of output does not necessitate 
recourse to less suitable resources, the condition required for the 
fulfilment of our assumption is merely that the net economies—or 
diseconomies—consequent on expansion should, on the average, 
be the same for production with the old as for production with 
the new resources—which is, perhaps, less unlikely.) 

10. Objection may be raised at this point on the ground that 
Professor Pigou defines increasing returns as conditions under 
which, not the marginal, but the average cost of production is 
lowered by an enlargement of output; and conversely of diminish- 
ing returns. It would seem, however, from the context that he 
includes “‘ rent ” as a part of cost. If this is done, average cost 
is, of course, the same as marginal cost, and the objection therefore 
fails. 

Moreover, even if his definitions be taken to refer to average 
cost excluding rent (though this seems inconsistent with the 
context), it can easily be shown that reasoning similar to that 
advanced in the preceding sections of this note still applies. 

A third sense in which “ returns ” may be used emerges from 
the foregoing analysis. The conditions under which “ landlord’s 
gain ”’ exceeds, is equal to, or falls short of “ purchasers’ loss,” 
hitherto written as c, — p,c,, may be written c,—c, = Po: 
But c, — c, is the increase in aggregate cost, other than rent, 
accompanying an increase of output from 2 to (x + 1),—or, as 
we may conveniently call it, the “ final trade cost”’ of the product.! 
Now this final trade cost may fall, remain constant, or rise as 
output increases. And it is clear from what has been said above 
(more especially in § 5) that it need not move by the same amount 
nor in the same direction as marginal cost. There is, therefore, 
a distinction between what we may call increasing, constant and 
diminishing final trade return (diminishing constant and increasing 
final trade cost) and increasing constant and diminishing marginal 
return. 

The distinction is important for some purposes. But it can 
be shown that the doctrine here under review cannot be 
rehabilitated by interpreting “‘ returns ” in this third sense. 

1 It will be seen that the difference between “ landlords’ gain” and “ pur- 
chasers’ loss ’’ is equal to the difference between ‘‘ marginal ’’ and “‘ final trade ”’ 
cost. For ‘landlords’ gain’’ being (pz — p,)v — [(cz — ~2) — cy] and pur- 
chasers’ loss (p, — p,)x, the excess of the former over the latter is — [(c, — p.) — 
Cy], 1-€. Pg — (Cg — Cy). So far as the matters here relevant are concerned, this 


also measures the excess of ‘‘ marginal social’? over ‘‘ marginal private net 
product.” 
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11. What then becomes of the doctrine that it is in the social 
interest to give a bounty to industries showing increasing returns 
and to tax those showing diminishing returns ? 

Stated in this unqualified form it collapses. Nor can it be 
defended without further qualification in the form in which it is 
now advanced by Professor Pigou, viz. that there is “a pre- 
sumption in favour of State bounties to industries in which the 
law of increasing returns operates strongly, and of State taxes 
upon industries in which the law of diminishing returns operates 
strongly, and in which conditions are such that effects upon 
rents may be ignored.” 1 The effects on rents must be allowed 
for in both types of industry, not in one only. 

But in the form in which it was first enunciated by Marshall 
the doctrine remains unshaken. 

For the claim advanced in his famous criticism of the doctrine 
of maximum satisfaction ? is, in effect, as follows. An appropriate 
tax on industries showing diminishing returns, accompanied by a 
corresponding bounty to those showing increasing returns, would 
increase the aggregate satisfaction of consumers. But the infer- 
ence that such a policy would, on balance, increase the economic 
welfare of the community as a whole is invalid, not only because of 
certain ‘‘ semi-ethical’’ considerations, but also because of 
“ others of a strictly economic nature relating to the effects which 
any particular tax or bounty may exert on the interests of land- 
lords, urban or agricultural, who own land adapted for the use 
in question ” :? and the note already quoted (§ 7), together with 
the appendix to which it refers, shows that he had in mind 
considerations of the kind advanced above. 

Nevertheless, the misconceptions to which the doctrine, even 
when thus carefully qualified, has given rise suggest that it might 
with advantage be restated in terms of the divergence between 
** marginal cost ”’ and “ final trade cost.” This will be attempted 
in detail on another occasion. But the general line of the argu- 
ment, so far as it relates to competitive conditions, may be 
roughly indicated here. 

In most industries the addition to aggregate costs (other than 
rent) occasioned by a unit-expansion of output [here called “ final 
trade cost ”’] is less than the cost, to its producer, of the least 
favourably conditioned unit of the larger output [‘‘ marginal 
cost ’’]; for, as a rule, the external economies of large-scale 
production (improvements in organisation, transport, com- 


1 Op. cit., p. 197. 2 Op. cit., pp. 472-5. 
3 Op. cit., p. 473. 4 Op. cit., Appendix H (especially § 4). 
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munication, etc.) are, for the industry as a whole, greater than 
external diseconomies (increased difficulties of transport, market- 
ing, etc.), so that the production of the additional unit will, on 
balance, improve the facilities for the rest of the output. But 
the size of this deficiency will be greater, in relation to final trade 
cost, in some industries (where net external economies are large) 
than in others (where they are small) : in some cases, indeed, it 
may happen that the deficiency does not exist (absence of net 
external economies or diseconomies), or that it is negative (net 
external diseconomies). In other words, the ratio of marginal 
to final trade cost varies from industry to industry and, though 
it is usually greater than one, in some cases it may be less. 

Now, if competition is perfect, resources will tend to be 
distributed between different industries so as to make marginal 
cost equal to the value of a unit of product in each industry. 
But, since the ratio of marginal to final trade cost is different 
in different industries, this means that the ratio of final trade cost 
to the value of a unit of product varies from one industry to 
another.2, And the national dividend would, obviously, be 
increased by transferring resources from industries where this 
latter ratio is small (where net external economies are small or 
negative) to those where it is large (net external economies large).° 
There is, therefore, a prima facie case for checking investment in 
the first group of industries and stimulating it in the second. 

It may be argued than an industry which shows increasing 
(marginal) returns is more likely to belong to the second group 
than to the first; but it is by no means certain todoso. Nor is 
there any certainty that an industry showing diminishing returns 


will belong to the first group. 
G. F. SHovE 


1 Which implies that the ‘‘ marginal private net product ”’ of resources is the 
same in all industries. 

? Which implies that the “‘ marginal social net product” of resources is 
different in different industries. 

3 Supposing the relation between “‘ marginal social net product ’’ and ‘‘ mar- 
ginal private net product ” to be in other respects the same in both cases; and 
neglecting costs of transference. 



























THE IRISH FREE STATE BUDGET 


(1) Iv is a question of some immediate interest whether the 
Trish Free State has hitherto succeeded in covering its ordinary 
expenditure by its ordinary revenue, and what its prospects are 
of doing so in the future. The published accounts enable a 
definite answer to be given to the first part of the query with 
respect to the first five completed years of its independent financial 
existence, and that answer will form the basis for a reasoned 
forecast of the immediate future. 

(2) In this brief inquiry two principles will be observed : 

(i) Revenue lies where it falls, and expenditure is properly 
attributed to the year in which it comes in course of payment; 
consequently, where blocks of accumulated arrears have been 
either received or paid, no attempt will be made to redistribute 
them over the years in which they ought to have been received 
or paid, but if they are of significant amount their presence will 
be indicated. 

(ii) Where the line of analysis followed would require the 
resolution of a total into two or more component parts, but the 
figures are lacking which would enable an exact segregation, no 
attempt will be made to substitute an arbitrary apportionment, 
but the presence of the undivided total and its probable bearing 
on the calculation in process will be indicated. 

(3) At first sight it would not appear that the State has been 
successful in making ends meet. Revenue (excluding borrowings) 
and Expenditure have been : 











Year. Revenue. Expenditure. | Deficit. 
£ £ | £ 
1922-23 28,294,600 30,785,600 2,491,000 
1923-24 31,174,800 41,974,200 10,799,400 
1924-25 26,955,100 29,980,500 3,025,400 
1925-26 25,554,100 28,129,500 2,575,400 
1926-27 25,274,700 28,341,000 * | 3,066,300 





But in view of the principle, fully admitted in commercial and 
to a less degree in public financial practice, that not every 
expenditure is properly chargeable against income, the answer is 
still sufficiently uncertain to repay a more detailed investigation. 
1 Exchequer issues, probably slightly less than final audited expenditure. 
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(4) The starting-point for a division of expenditure into the 
parts which are respectively chargeable and not chargeable to 
income account must be the distinction drawn in the weekly 
returns and annual balance of the Exchequer Account between, 
on the one hand, issues for “‘ Central Fund and Supply Services,” 
and, on the other, ‘‘ Other Issues’; or, as they are often called, 
issues ‘‘above” and ‘below the line” respectively. The 
distinction is founded not so much upon the economic nature of 
the expense (while the capital nature of the transaction recorded 
is a character of many of the entries ‘“‘ below the line,” it is not 
universal, and equally characterises numerous expenses entered 
“ above the line ’’) as upon its legal authorisation (issues ‘‘ below 
the line ” are made upon the authority, not of the annual Appro- 
priation Act, but of some continuing statute). Three classes of 
items are included in the ‘‘ Other Issues,”’ viz. : 


(i) Repayments of temporary borrowings. 
(ii) Temporary advances. 
(iii) Issues to meet capital expenditure. 


The first of these we may leave out of consideration. The 
distinction between the second and third is fortuitous; the same 
item appears one year in Class (ii) and again in Class (iii), and 
all the items appearing in Class (iii) are advances which have to 
be repaid to the Exchequer. Consequently, Classes (ii) and (iii) 
will not here be distinguished. The issues comprised in these 
two classes have been : 

(i) To the Unemployment Insurance Fund, under the Un- 
employment Insurance Acts, 1921. 

(ii) To the Shannon Fund, under the Shannon Electricity 
Act, 1925. 

(iii) To the Vote for the Post Office, under the Telegraph Acts, 
1892-1921, and the Telephone Capital Act, 1924. — 

(iv) For the purchase of shares under the Industrial Trust 
Company of Ireland, Ltd. (Acquisition of Capital), Act, 1925. 
(The inclusion of this last, being a single and not a continuing 
payment, was contrary to the usual practice.) 

The totals for the five years have been : 


1922-23 . ° ‘ . £601,200 
1923-24 ‘ , ‘ . 411,000 
1924-25 ‘ ‘ . . 436,000 
1925-26 , ‘ ‘ . 911,200 
1926-27 . ; , . 1,051,900 


(5) On the income side of the account, “ Other Receipts ” 
comprise : 
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(i) Money raised by the creation of debt; with this we are 
not here concerned. 

(ii) Repayment of Temporary Advances; these have all come 
from the Unemployment Insurance Fund and have amounted to : 


1924-25 : , ‘ . £20,000 
1925-26 ‘ ’ ‘ . 50,000 
1926-27 , “¢ F . 115,000 


(6) Similar to the issues listed in para. (4) in nature of applica- 
tion, but charged to “ Supply Services’ because authorised in 
each case by the annual Appropriation Act, have been advances : 

(i) To the Local Loans Fund. 
(ii) To the National Land Bank. 
(iii) To Agricultural Credit Societies. 
(iv) For the purchase of creameries. 
(v) Several smaller miscellaneous advances. 
The total amounts have been : : 
1922-23 : ; : . £67,900 


1923-24 ; ; ; . 25,000 
1924-25 ‘ , ‘ . 407,000 
1925-26 ; ‘ ‘ . 86,100 
1926-27 : . 1,042,600 


(7) On the other hand, several Departmental Funds—the 
Intermediate Education, the Endowment, and the Development 
Funds, and the remaining funds of the revolutionary Dail—have 
been wound up and their liabilities transferred to Votes; the 
proceeds, carried on the accounts as “ Miscellaneous Revenue,” 
represent the destruction of capital assets, and should not be 
balanced against current expenditure. Also, previous to April, 
1926, the annuities collected through the Land Commission and 
the Board of Works on account of interest and sinking fund on 
advances from the Local Loans Fund of the United Kingdom 
were transferred en bloc to that Fund, but after that date this 
arrangement was replaced by an agreement whereby the Irish 
Free State pays an annuity of £600,000 for twenty years, retaining 
the amounts collected. For a few years the annual collections 
will exceed £600,000; the excess is plainly a realisation of assets 
and requires to be treated accordingly. The proceeds of all 
destruction of capital assets were : 

1925-26 2 , ‘ . £43,300 
1926-27 ° ‘ ‘ - 906,000 


(8) The classes of expenditure listed in para. (4) and (6) 
above, whether accounted for as “‘ Supply Services ”’ or “‘ Issues 
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below the line,” all represent genuine capital investment, and 
the justification for their exclusion from the income account is 
the presumed reproductiveness of the investment. But there are 
also other cases of expenditure whose exclusion is justified by 
their “ extraordinary ” nature. It is unfortunate that the terms 
* abnormal,” “ non-recurrent ”’ and “‘ extraordinary ”’ have been 
used rather indiscriminately to describe these cases, for there 
are numerous expenses which are ‘“‘ abnormal,” “ non-recurrent ”’ 
or ‘‘ extraordinary ”’ in the strict sense of the word—.e. provision 
is not made for them as a matter of course each year—and yet 
the probability of the reappearance of the same or similar circum- 
stances is so high that it would be extremely imprudent not to 
require that the ordinary revenue should be capable of meeting 
such contingencies. This includes the case of liabilities negli- 
gently incurred, and—on the revenue side—windfalls; here the 
only rule to apply is that revenue and expenditure lie where they 
fall. Examples are: Relief grants, the guarantee by the Pro- 
visional Government of an advance from the National Land 
Bank to the Wolfhill Colliery, and the loss on the purchase and 
sale of coal in November 1926. 

(9) But there are also admittedly cases where the concen- 
trated incidence upon a short period of a mass of expenditure— 
which the revenue of the period could not be stretched to meet, 
and arising from a circumstance which, if it recur at all, is likely 
to do so only after a comparatively long interval—justifies the 
distribution of that expenditure by means of borrowing over a 
longer period. The Irish famine of 1847 and the earthquake at 
Tokyo in September 1923 are cases in point; the most frequent 
examples in European experience have been afforded by wars; 
the analogue for the Irish Free State is the expense incurred as a 
direct and immediate consequence of the revolution and civil 
war, 1916-1924. The principal heads of expenditure have been : 

















Compensation. , 
y, . Restoration | bxcess Cost 
ear. of Public 
ata of the Army. 
Property Personal Buildings. 
Losses. Injuries. 
£ £ £ £ 
1922-23 1,095,300 11,700 347,500 5,709,000 
1923-24 4,031,600 400,300 163,000 8,741,100 
1924-25 2,267,400 312,900 190,300 1,350,800 
1925-26 1,690,800 17,500 257,200 1,138,300 
1926-27 1,706,000 ? 4,300 2 250,000 2 602,000 ? 











1 Exchequer issues. * Estimate. 
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There should be included also the sum of £199,800, the amount of 
the Local Taxation Adjustment Grant paid in 1922-23 in lieu 
of grants ordinarily issuing from the Exchequer to local authori- 
ties, and withheld by the British Government from those authcri- 
ties which refused to perform the duties required of them by 
that Government. The “ Personal Injury Compensation ” pay- 
ments contain some small proportion of annuity payments, and 
the ‘‘ Restoration of Public Buildings” includes large sums of 
compensation paid to owners of buildings commandeered by the 
army. The most difficult point is raised by the ‘‘ Excess Cost of 
the Army.” While it is plain that some portion of the excessively 
heavy cost of the army in the earlier years must be regarded as 
sufficiently ‘‘ abnormal” to come within the terms set out at the 
beginning of the paragraph, the selection of the particular figure 
cannot fail to be to a large extent arbitrary, and to reflect the 
current expectations of possible reductions in the “ normal ”’ cost 
for the future. In his 1926 Budget speech Mr. Blythe took the 
figure of £2,000,000 as “‘ normal,” but next year he felt entitled to 
reduce it to £1,500,000; while such variation is natural and 
inevitable in speeches separated by the space of a year, it vitiates 
any comparison between a series of years, for each of which some 
constant ‘“‘ normal” must be used. It appears that the actual 
expenditure for the years 1927-28 and 1928-29 will approximate 
to £1,750,000, and in the absence of any apparent ground for 
presuming a marked decrease in the future, that figure may be 
tentatively accepted as the “ ordinary ” expenditure. 

(10) The expenses included in para. (9) are all the direct 
consequence of the revolution and civil war; pensions, whether 
arising from the disturbances or the change of government have 
not been included. There is no doubt that the charge on this 
account is and for some time will be heavier than it would be if 
retirements had taken place only in due course, that the excess is 
due to the change of government, and that that event was sufli- 
ciently unusual to come within the terms of para. (9). But the 
probable duration of a very considerable proportion of them is as 
great as the maturation period of a loan, so that no reduction of 
present expenditure would be accomplished by borrowing to meet 
them; this reasoning, of course, does not apply to gratuities and 
commuted pensions, but the amount of these lump payments is 
comparatively small and cannot be segregated from the total. 

(11) On the other side of the account, any income arising on 
foot of any of the services to which these ‘‘ abnormal ”’ expenses 


relate must equally be set aside as properly applicable = to 
No. 150.—VOL. XXXVIII. 
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meeting ‘‘ abnormal ” expenses, and not used to cover the current 
costs of government while the former are met by borrowing. The 
only items of importance have been the payments by the British 
Government on account of its liability for pre-Truce damage and 
injury, viz. : 


1923-24 £2,171,600 
1924-25 751,400 
1925-26 ‘ ; ; 995,400 
1926-27 ‘ ° : ° 361,500 


Under Art. 3 of the Agreement of December 3, 1925, the Govern- 
ment of the Irish Free State undertook to repay these sums to 
the British Government by an annuity of £250,000 for sixty years, 
commencing April 1, 1926. 

(12) One final correction remains to be made; in the year 
1922-23, before the two administrations were fully severed, 
revenue to the amount of £2,874,700 was collected in the area of 
the Irish Free State which was really attributable to Great Britain ; 
this sum was paid over—£1,250,000 in 1922-23; £1,400,000 in 
1923-24; and £224,700 in 1924-25; with some readjustment not 
of large amount in 1926-27. 

(13) It is now possible to summarise the corrections : 



































RECEIPTS 
Wies Total Revenue Destruction | Extraordinary 
. Receipts. Adjustment. of Assets. Receipts. 
£ £ £ £ 
1922-23 28,294,600 2,874,700 — _ 
1923-24 31,174,800 — — 2,171,600 
1924-25 26,955,100 — 20,000 751,400 
1925-26 25,554,100 — 93,300 995,400 
1926-27 25,274,700 — 1,021,000 361,500 
EXPENDITURE 
o_ Total Revenue Capital Extraordinary 
i‘ Expenditure. | Adjustment. | Investment. Services. 
£ £ £ £ 
1922-23 30,785,600 1,250,000 669,100 7,363,300 
1923-24 41,974,200 1,400,000 436,000 13,336,000 
1924-25 29,980,500 224,700 843,000 4,121,400 
1925-26 28,129,500 — 997,300 3,103,800 
1926-27 1 28,341,000 — 2,094,500 2,562,300 2 

















1 Exchequer Issues. 





2 Including one estimated figure. 
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CoMPARISON OF RECEIPTS AND EXPENDITURE 











Ordinary. Extraordinary. 
Year. 
Receipts. Expenditure. Receipts. Expenditure. 

£ _ £ £ £ 
1922-23 25,419,900 21,503,200 -— 8,032,400 
1923-24 29,003,200 26,802,200 2,171,600 13,772,000 
1924-25 26,183,700 24,791,400 771,400 4,964,400 
1925-26 24,465,400 24,028,400 1,088,700 4,101,100 
1926-27 23,892,200 23,684,200 1,382,500 4,656,800 























The wide difference between 1922-23 and 1923-24 is explained 
partly by the assiduous collection of arrears, partly by the estab- 
lishment of a separate Customs service, and partly by the inclusion 
of the Land Purchase annuities in the latter year. 

(14) Thus it would appear that during its first five years of 
independent existence the Irish Free State not only was suc- 
cessful in covering its normal expenditure by its normal revenue, 
but also during the first three of those years was able to show a 
considerable margin, which was prudently applied to meeting 
some part of the extraordinary expenses then accruing, following 
the example set by Great Britain in the War. By 1925-26 that 
surplus had practically vanished, so that Mr. Blythe, to secure a 
balance in his Budget speech in April 1927, was compelled to 
resort to the imprudent device of taking credit beforehand for 
savings anticipated on the estimated expenditure. 

(15) The prospects for the future are less bright than the 
record of the past. ‘‘ Ordinary Revenue ”’ will continue to decline. 
In 1927 the rate of income tax was reduced by one shilling in the 
pound; the anticipated loss was £550,000 in 1927-28 and 
£1,100,000 in 1928-29. This loss cannot possibly be covered by 
the yield of new forms of taxation; the betting duty is the only 
one of importance, and there is now no major source of tax 
revenue left unexplored; the interests affected by some of the 
major existing taxes—e.g. the beer and spirit duties—are urgently 
demanding reductions, and there is but little ground to hope that 
a reduction in the rate would be followed by an increase in the 
gross yield; the alternative of increasing again some of the taxes 
which have been reduced since the establishment of the Irish Free 
State—e.g. the income tax, the duties on sugar and tea—would be 
faced with a degree of unpopularity that would make any Minister 
for Finance wince. The income expected from the new sources 


of non-tax revenue—the Currency Commission and the issue of 
T2 
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a token coinage—may be much slower in materialising than is 
anticipated, and will not in any case go far towards bridging 
the gap. 

(16) ‘‘ Ordinary Expenditure” has probably reached its 
minimum. No further significant reduction can be looked for, 
except possibly in the Army vote. On the other hand, the cost 
of the Civil Departments and the Civic Guard will be generally on 
the upgrade, through the normal accession of pay increments and 
the natural increase of the pension charge; this will counter- 
balance the falling-off to be expected in the burden of Treaty 
pensions, the more so since the new Civil Service is much more 
numerous than the portion of the Imperial Service formerly 
located in and specifically attributed to the administration of the 
area now included in the Irish Free State, and shows no tendency 
to diminish. Further, the restoration of the shilling a week to 
the Old Age Pension is more than probable,! and the demand that 
the social services provide the same level of benefits as in Great 
Britain and Northern Ireland is becoming more insistent. The 
Government is besought continually to undertake new and 
permanent expenses, and its own Commissions of Inquiry—e.g. 
the Gedhealtacht Commission—all agree in advising additional 
expenditure; it cannot resist all these importunities indefinitely. 

(17) The ‘‘ Extraordinary Expenditures ” directly due to the 
revolution and civil war will, of course, progressively diminish, 
but some will continue for a long period. The obligation most 
recently undertaken on this head—viz. the annuity to the British 
Government under the Agreement of December 1925—had already 
come in course of payment in 1926-27, but during that and the 
subsequent year was met by offsetting claims against Great 
Britain; it will therefore be an addition to the expenditure in 
1928-29. There will be some increase in the gross total of Com- 
pensation Stock created under the Damage to Property (Com- 
pensation) Act, 1923, outstanding, with a corresponding increase 
in the charge for interest and sinking fund upon the Central Fund. 
The gross total of “‘ Extraordinary Expenditures ” of a capital 
nature left to be met by borrowing will go on expanding. The 
Shannon Fund, the Electricity Supply Board, and the Agri- 
cultural Credit Corporation will be making heavy demands. 
These investments, like the others referred to earlier, are expected 
ultimately to liquidate their debt to the Exchequer, and in the 
interval to pay interest upon it; but there is no probability that 
they will be in a position even to pay the interest for several 


1 It has since been effected. 
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years, and meanwhile the Central Fund must bear the burden of 
the interest and sinking fund on the debt contracted in order to 
finance the investment. It is too frequently and too easily 


29 


forgotten that every “ extraordinary ” expenditure set aside as 
proper to be met by borrowing and not to be charged against 
“ ordinary” revenue increases by a proportionate amount the 
charges that must be met out of “ ordinary” revenue—per- 
manently, if the expenditure be not a reproductive investment ; 
and otherwise for a period which may chance to be of considerable 
duration, until the investment begins to show a profit. 

(18) The conclusion of these speculations is, that up to the 
end of the last year for which approximately complete figures are 
available the Irish Free State had safely and sanely made ends 
meet, with a considerable margin of safety in the earlier years; 
that by the fifth year the margin of safety had pretty well dis- 
appeared; that the prospects for the future are a continuing 
decline of revenue accompanied by an increase in some important 
lines of expenditure, without any very great hope for a counter- 
balancing diminution in others. The risk that the State may 
find itself not long hence financing its current expenditure out of 
borrowings is not altogether remote. 

(19) Except where otherwise indicated, the sources used have 
been the following : 


(i) For “‘ Other Receipts,” “‘ Other Issues,” and ‘“ Issues 
for Central Fund Services ’—the Exchequer Account 

[No. I in the Finance Accounts]. 
(ii) For ‘‘ Revenue ”—the summary of the Revenue Com- 
missioners’ Accounts [No. IT in the Finance Accounts]. 
(iii) For expenditure on “ Supply Services ’’—the Appro- 
priation Accounts; these not being available yet for 
1926-27, the Exchequer Account had to be used— 
the error will not be great, of the order of £100,000- 


£150,000. 
G. A. DuNcAN 


Trinity College, Dublin. 














REVIEWS 


International Trade. By Pror. F. W. Tavussia. (New York: 
The Macmillan Co. Pp. xxi + 425. 15s.) 


By publishing this book Professor Taussig has put a fitting 
crown both on his own long services to economic science and on 
the notable corpus of work in the field of international trade 
which, largely it is to be supposed under his own inspiration, has 
emanated in recent years from the Harvard School. The book 
meets a very badly felt need; and students all over the world 
will have cause to be grateful to the veteran American professor, 
who, if report be true, by his acceptance of the part of Tariff 
Adviser to the Nationalist Government of China, has shown that 
in the practice as well as the theory of international trade he is 
still thirsting for new worlds to conquer. 

The book falls into three parts—an exposition of the working 
of fundamental theory on the assumption of a universal gold 
standard, a collection of attempts at inductive verification of the 
processes asserted by theory, and an annexe on the peculiar 
features of business relations between countries with independent 
monetary standards. Of the first part Professor Taussig writes 
with extreme modesty, not claiming to have added anything 
significant to the structure of nineteenth-century theory. Yet 
the examination in Chap. VI of the influence of non-competing 
groups is conducted with such force and thoroughness that 
originality is scarcely too strong a word to apply; and the dis- 
cussion in Chap. IX of the causes determining whether any given 
commodity shall figure in the list of a country’s exports or imports 
or neither, has shed new light in the mind of at least one reader 
on the matters debated somewhat darkly in Marshall’s Appendix H 
to Money, Credit and Commerce. In any case the exposition is 
throughout vigorous and lucid. Eschewing both algebra and 
geometry, Professor Taussig employs only the simplest processes 
of arithmetic—a choice for which many students will be grateful, 
though the following out of his arithmetical examples makes 
considerable demands on the eye and the attention. Particularly 
admirable is the severance made at the start between domestic 
and international prices, and the discussion in Chap. V of the 
inter-relations between these two and money wages; though, as 
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I shall show later, I think that the teaching of Professor Taussig, 
as of other orthodox writers, on this topic is liable to misunder- 
standing and misuse against which they would do well to guard 
themselves more carefully. 

In Part II Professor Taussig, even by his own confession, 
breaks new ground. In a series of most interesting realistic 
studies he examines the evidence for the existence of differences 
between various countries in comparative advantage for the pro- 
duction of various commodities, investigates the mechanism of 
international payments, and traces the connection between 
capital movements, the merchandise balance of trade, and the real 
ratio of interchange or (as he calls it) “‘ net barter terms of trade.” 
I cannot help feeling that in his historical treatment of this last 
conception, which is so rightly prominent in his whole scheme, 
Professor Taussig does not emphasise sufficiently the distinction 
between the command over imports exerted by a given quantity 
of exports, and the command over foreign effort exerted by a 
given quantity of home effort. The difference between Mill’s 
units of cotton and linen and Marshall’s bales of composite goods, 
each representing an hour’s labour, becomes of very great import- 
ance when we are examining movements over a long series of 
years. Professor Taussig, for instance, gives no hint that a 
“‘ worsening ”’ of Great Britain’s terms of trade such as he detects 
between 1900 and 1914 does not necessarily imply a diminishing 
command of British labour over foreign goods, still less over foreign 
labour. If, as there seems some reason to suspect, improvement 
in the effectiveness of effort applied to manufacture continued 
unabated during the period, while improvement in the effective- 
ness of labour applied to agriculture received a temporary check, 
a fall in the value of machinery in terms of wheat would have 
been quite consistent with an increasing value of British engineer- 
ing labour in terms of wheat, and still more in terms of foreign 
agricultural labour. Incidentally, it may be suggested that 
Professor Taussig is a little over-confident in predicating of these 
years a definite worsening of the terms of trade, even as defined 
by him: the bump in the curve produced about 1900 by a 
coalescence of trade boom and South African War is easily 
misinterpreted. 

In Part III we proceed to a study of conditions under inde- 
pendent money standards or, as Professor Taussig describes it, 
* dislocated exchanges.”’ The term is not perhaps very happy, 
for he proceeds to draw a fruitful distinction between cases where 
the various monetary systems in question are stable and cases— 
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such as we have been familiar with since the war—in which one 
or more of them is undergoing a progressive collapse; and it 
would seem that the term in question might perhaps have been 
better reserved for the latter. What is, I think, more serious is 
that the doctrine of purchasing-power parity, which was preached 
by Professor Cassel in connection with the latter group of cases, 
is discussed by Professor Taussig in connection with the former 
or relatively “normal” group, and is thus treated with some- 
thing less than justice. This is not the place to expound why I 
believe that the prevalent fashion of denouncing Professor Cassel’s 
once formidable doctrine as being, when applied to international 
commodities, a mere truism, is mistaken: but there is, I think, 
now that the subtler problems concerned with the real ratio 
of interchange have again become relatively more important 
and interesting, some danger of our forgetting that, in the par- 
ticular circumstances in which it was put forward, Cassel’s doc- 
trine did splendid and essential service in concentrating the 
world’s attention on monetary policy as the single most important 
cause of the exchange phenomena which then required explana- 
tion, and which were being attributed by public opinion and 
Governmental propaganda to almost every conceivable other 
source. This is not to detract from the merit of Professor Taussig’s 
own analysis of the other causes which, under relatively stable 
conditions, may alter the rate of exchange between countries 
with independent standards—an analysis which is worked out 
with ingenuity and success. 

In the discussion of the alleged bounty to exporters conferred 
by the process of currency depreciation, I find the opinion that 
“there is nothing . . . in the history of paper money to lead 
to a presumption that exchange will rise faster or slower, more 
or less, than prices” rather surprising in view of European 
experiences in recent years. Nor do I understand the grounds 
on which Professor Taussig concludes that the purchase or sale 
of foreign exchange under a gold exchange standard is likely to 
be less effective for producing necessary readjustments of inter- 
national trade than actual movements of gold (pp. 282-4). (It 
is odd, by the way, that in enumerating the elements of “ play ” 
and flexibility in the present American monetary system (p. 213), 
Professor Taussig does not mention what to most people has 
seemed the most conspicuous of all—the machinery of “ open- 
market ’’ dealings by the Federal Reserve banks.) 

. I must compress into a small compass my major criticism of 
the book, which, as already hinted, turns on a matter of omission. 
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The demonstration that the relative levels of money wages 
economically maintainable in two countries are the result of the 
relative efficiency of labour in the two, and of the conditions of 
their reciprocal demand, is, so far as it goes, a valuable service 
and a necessary corrective of crude fallacies. But unless it is 
supplemented it is apt to be misleading to enthusiastic reformers 
and unnecessarily irritating to harassed business men. It is so 
easy to mistake the economist’s assumption that wages are what 
they ought to be for a proposition that wages ought to be what 
they are. Readers of the Webbs’ Industrial Democracy will 
remember the extremely misleading twist there given in an’ 
Appendix to Mill’s unfortunately worded dictum about high and 
low wages in relation to international trade. A vague impression 
that there is some magic about the theory of international as 
opposed to home trade which makes it ridiculous to suppose that 
a country can be pressing on too fast with an elevation of labour 
standards is all too common. Further, it is surely possible to 
extend the theory of non-competing groups, so ably developed 
for specific industries by Professor Taussig, till it covers the whole 
or the main part of the range of a country’s exporting industries. 
If, that is to say, the members of a nation A can cajole or compel 
their exporters into working for a lower standard of life than that 
obtainable in the country as a whole, the scale of international 
trade will be “ uneconomically ” extended, to the advantage of 
the main body of the citizens of the country as consumers of 
imports, and to the embarrassment of those producers in foreign 
countries who are in competition with the sweated exporters of A. 
It is, I think, arguable that something of the kind has been 
happening in recent years in the world as a whole. With the 
partial closing of the vast gap which existed in the nineteenth 
century between the comparative effectiveness of different countries 
in agriculture and industry respectively, it is becoming natural 
that the world should settle down to a smaller (relative) volume 
of international trade. Yet friction, prestige, tradition are all on 
the side of ‘‘ pushing ”’ foreign trade to the uttermost limit. The 
result is the problem of sheltered and unsheltered industries. It 
is, I think, a defect of Professor Taussig’s book that this problem 
is never so much as hinted at in its pages—though it is a problem 
no less American than British, as the continued outcry of the 
American farmer bears witness. 

I append a list, which may save some readers some scratching 
of heads, of what seem to be misprints and minor errors. P. 40, 
]. 23, for “ lower ” read “raise.” P. 68, ll. 6 and 10 from end: 
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> 9 


after ‘‘ made 


the addition in each case of “in a year’ seems 
essential to the argument. P. 83, 1. 12 from end, for “ industry ” 
read “establishment.” P. 116, note, the definition of elasticity 
needs an obvious recasting. P. 139, 1. 16, for “‘imports ” read 
“exports.” On p. 200 it is stated that Bank of England notes 
are fixed in amount: on p. 203 (whereon in 1. 17 for ‘‘ 1924” 
read “‘1925”’) it is suggested that the Bank of England redis- 
counts bills for the joint stock banks; and it is not, I think, 
clearly brought out that in England under the Act of 1925 the 
possibility of an internal drain of gold has become a thing of the 
past. P. 275, 1. 14, omit “in doing this than.” P. 344, 1. 6 
from end, for “‘ 2s. 2d.” read “‘ 2s. 6d.” P. 391, 1. 6 from end, for 
“1924-5” read “‘ 1922-3.” P. 362, the top sentence makes the 
wrong suggestion : in the situation under discussion—the neces- 
sity to make remittances for purposes of capital export or indem- 
nity payment—the terms of trade will move more against England 
if her demand is inelastic; this is where this case differs from that 
of an increased urgency of demand for foreign goods. 

To sum up, I suspect that Professor Taussig, like most other 
expositors of his subject (Edgeworth is a conspicuous exception), 
has erected a structure which is too Panglossian to be proof 
against all the queer cross-winds which blow in these confusing 
times; but that need not lessen our admiration for the patient 
skill and clarity with which he has arranged his bricks or our 
gratitude that the plot which he has covered is no longer labelled 
“To Let.” D. H. RoBERTSON 


London Essays in Economics in Honour of Edwin Cannan. 
Edited by Prorressor T. E. Grecory and Dr. Hucx 
Datton, M.P., with a Foreword by Str WILLIAM BEVERIDGE, 
K.C.B. (Routledge. 10s. 6d. net.) 


Tuts is a collection of essays written by some of Professor 
Cannan’s pupils. It was a happy thought which prompted them 
to publish the volume in honour of their great teacher on the 
occasion of his going down. Some of the contributions hang 
together and form a unity on topics particularly associated with 
the name of Professor Cannan, but it is obvious that the editors 
had no desire that there should be any other connecting link in 
the collection than the personal one, namely, that all the con- 
tributors had served their apprenticeship under one master. The 
personal note is not emphasised, but the motive is perfectly clear, 
and those who have been privileged to study under Professor 
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Cannan will be especially able to appreciate it and will be grateful 
to the men and women who have written it. 

There is considerable variety in style and method, but most 
of the essays are well written (some extremely well), and there is 
a fair amount of serious and successful contribution to knowledge, 
though several writers have written more expansively elsewhere 
on their subjects. Certain internal evidence may be found that 
some of the writers have been under a common influence, but 
there is none to suggest that they all belong to a “ school ”’ founded 
by their teacher ‘in the sense in which Marshall and certain 
foreign economists are said to have performed that operation ” 
(p. 7). Variety of opinion is no demerit of such a collection; one 
would rather urge it as a tribute to the independence of their 
thinking and the excellence of the method of their training. 
*“* Founding a school’ may easily be carried too far, so as to 
result in the over-standardisation of ideas and a too mechanical 
use of terms and processes of reasoning ”’ (p. 8). 

Dr. Dalton’s essay on Professor Cannan’s general contribution 
to economic thought is excellent, but there is not enough of it. 
He gives a well-balanced judgment on Professor Cannan’s method, 
holding the scales evenly between that method and Cambridge : 
“Economic science, in Professor Cannan’s hands, is very con- 
spicuously common sense. Nor does it err by being too highly 
or artificially organised. It is rather a bluff common sense, 
non-mathematical, without humbug or pretentiousness, and 
practising a strict economy of those technical terms which so 
easily degenerate into clumsy and esthetically repulsive jargon. 
There is here no excessive abstraction, no pomposity of doctrine, 
but always a keen sense of reality. Compared with some 
economists of the Cambridge school, he is apt to appear relatively 
unsystematic, and to judge questions more on their particular 
merits and less as special illustrations of far-reaching general 
propositions. Neither this method nor that is obviously the 
better. They are alternative modes of the search for truth.” Of 
course most economists like to think they use common sense, but 
there is a certain danger in elevating it to the dignity of a method. 
There comes into mind, for instance, Professor Cannan’s treatment 
of the meaning of the term wealth in the book of that name, where 
it is defined as material welfare, material happiness, ete.—which 
sounds like common sense but is extraordinarily lacking in the 
precision Professor Cannan can and does show in other places. 
Again, in the discussion of which takes priority, Equity or 
Economy, as a principle of taxation, one has the feeling that 
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though there is a great deal of common sense in the position taken, 
there is a good deal below the surface that requires digging up. 
Are Equity and Economy alternatives, or are they simply different 
kinds of judgment? One is an ethical idea and the other is 
economic. 

The fiction that Professor Cannan is merely an iconoclast 
Dr. Dalton effectively deals with by showing the large quantity 
of constructive work that is contained in his teacher’s works. On 
monetary theory, population, distribution, the economic import- 
ance of social institutions such as property and inheritance, and 
his treatment of isolated man, Dr. Dalton easily shows that 
Professor Cannan has built as well as broken. After all, in his 
great critical work, the Theories of Production and Distribution, 
though there is an extremely high degree of sensitiveness to error, 
the main theme is positive : the development of ideas rather than 
their inaccuracy is his chief concern. 

Perhaps Dr. Dalton gives a little too much space to Professor 
Cannan’s attitude towards Socialism, and he is also perhaps a 
little inclined to see more of the socialist in his hero than others 
can perceive. A little less of this and more on Professor Cannan’s 
social philosophy would have been better. On the whole, more 
space might have given Dr. Dalton an opportunity to produce a 
more thorough appreciation rather than description of the 
contribution made. 

Professor Gregory writes an extremely lucid, straightforward 
essay explaining the position taken by Professor Cannan on all 
important monetary and banking issues, theoretical and practical ; 
it is a model of order and completeness within the limits of his 
space. He objects to Mr. Keynes’ observation that Professor 
Cannan is unsympathetic with “ nearly everything worth reading 
that has been written on monetary theory in the last ten years,” 
and argues that in accepting the monetary explanation of the 
trade cycle Professor Cannan is in line with “ advanced ” views. 
Since “it is not so important to be fashionable as it is to be 
correct ” (p. 60) it is not necessary for Professor Cannan, in 
accepting this monetary explanation, to commit himself “ to 
current dogmas as to the nature of bank credit and the relation 
of loans to deposits or of bank policy to currency control,” and 
the proposition ‘‘that bankers are in a position completely to 
eliminate the trade cycle by control of credit.” 

Mr. Lionel Robbins undertakes the treatment of the “ optimum 
theory ” of population propounded by Professor Cannan, and 
makes a definite and valuable contribution to the literature of 
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this subject. He sketches the history of the theory and its con- 
nection with Diminishing Returns, and shows most excellently the 
implications of “ other things being equal’’ when the optimum 
number on a given area at a given moment is being considered. 
“With the collapse of the old theory of dynamic diminishing 
returns,” he says, “ there has arisen a real need for a chapter in 
Economic Theory which shall discuss and classify the main causes 
influencing the position of the optimum ” (p. 129n.). It is to be 
hoped that Mr. Robbins will apply himself to the task soon. 

Miss Buer, in a style strongly redolent of Professor Cannan’s 
“bluff common sense”’ and of his sense of humour, gives the 
historical setting of the Malthusian controversy, and disposes of 
the idea that the Malthusian point of view was widely accepted 
because England was actually over-populated in the early 
nineteenth century. She attributes the origin of the opinion to 
the pessimism induced by the widespread distress which happened 
to accompany the great growth of population, but the distress 
was due to war and “ its twin devil inflation,” and the growth of 
population was due to improvements in agriculture, transport 
and medicine. 

There is an extremely interesting account in Professor Plant’s 
essay of the methods of financing business in South Africa since 
the depression of the eighties, when the bill system was abandoned 
in favour of strictly cash transactions. Mr. Benham sets out to 
prove that economic laws triumph over Government interference, 
but concludes by remarking that Australian regulations have 
“‘ somewhat altered the relative values of different types of work.” 
Legal conceptions of capital and income Dr. Robson shows to be 
somewhat confused, and he makes the practical suggestion that 
there should be an economic assessor to assist judges in 
defining terms. But it might be awkward if we had economists 
as expert witnesses also! Dr. Burns’ essay on coinage seems 
more interesting to numismatists than to economists, though 
some of the latter may like it. Considerable penetration is 
displayed in the essay by Mr. Mitrany, in which he reveals the 
fundamental clash between Marxism and the aspirations of the 
European peasantry. Mrs. Burns is provoking in her discussion 
of productivity and its relation to wages. She favours the 
“ frank recognition of the emptiness of the word productivity,” 
but she is not very convincing in her choice of a theory of wages. 

A. RADFORD 
University College, 
Nottingham. 
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Studies in Economic History: the Collected Papers of George 
Unwin. Edited with an Introductory Memoir by R. H. 
Tawney. (London: Macmillan. 1927. Pp. lxxiv + 490.) 


Ir was right to collect Unwin’s papers. It is not always 
right to collect papers because some men have degrees of thorough- 
ness in workmanship, or of recklessness in the spending of them- 
selves on it, varying with the end in view. Unwin had not. 
There is as much learning and at least as much—what shall we 
say ?—prophesying perhaps, in a little discourse read before 
some casual vacation conference as in lectures given by invitation 
before his old University. Most of the papers are reprints, the 
chief exceptions being a lecture on medieval city origins (The 
Roots of the City, p. 49) delivered at Manchester in 1911; the 
already well-known Oxford lectures of 1913 on the Elizabethan 
Merchant Adventurers (pp. 133—220), and some fragments of 
a projected History of Commerce (pp. 221—61). It is an immense 
convenience to have these in one volume with the reprints, 
because no one keeps on his shelves the Victoria County History of 
Suffolk plus the Transactions of the Manchester Statistical Society 
and a Cyclopedia of Education published in New York, yet every- 
one wants to have the whole work of the man who was probably 
the foremost economic historian of his generation. The teacher 
can dip into it when he is preparing to teach and the writer when 
he turns to his writing. And whatever his topic he will do well 
not to omit to take his sortes Unwiniane. That is, if he is an 
historian: for the economist it is perhaps less essential. 

There was not much of the economist pur sang about Unwin. 
Bred in the Classics and in Greats, he studied in Germany more 
or less under Schmoller. (He was not the man to be very much 
under anyone.) His years of secretaryship to Lord Courtney 
(1898-1908) deepened the native individualism of Stockport, but 
left him a social philosopher and institutional historian. Economic 
institutions were the most universal, the most spontaneous, and 
together with religious institutions—in which also he was passion- 
ately interested—the chief homes of that spirit of unconstrained 
fellowship which was God in history. So far, yet with the 
reserved right to occupy himself with any occasion on which 
two or three were gathered together in brotherhood, he was an 
economic historian. I do not know how it was with some parts 
of his teaching: he cannot have neglected these things: but he 
did not write by preference about statistics or quantities. It is 
easy to picture him commenting on town-plans. He seems to 
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have carried the plans of most towns of Europe, and some others, 
in his head (see p. lv). It is less easy to think of him elucidating 
a system of graphs. 

The paper, here first printed, on The Roots of the City, shows 
Unwin the institutional historian with special economic know- 
ledge, at his best. Much has been written about city origins. 
Not even Pirenne has written better. 

The Oxford Lectures on the Merchant Adventurers bring 
out what might be called, without more than a touch of exag- 
geration, his hatred of the compelling and warring State, of 
Leviathan. Non est potesias super terram que comparetur ei. 
Potestas—antithesis of fraternitas. An essential Christianity, 
with the dash of anarchism which that often implies; a native 
reaction against the worship of Machi which he had found spread- 
ing in the Germany of the ‘nineties; something like disgust at 
the wallowings of Leviathan, seen from where the mud was 
splashing and Courtney was noting the fall of each fleck, in the 
years of the Boer War—all helped to prepare him for what, in 
the narrowest technical sense, was one of his chief ‘“ original ”’ 

ontributions to English economic history, a series of demon- 
strations that the State, and compulsory monopolistic corporations 
established by it, had a great deal less to do with the growth of 
English industry and commerce than some people had hinted 
and others—mostly Germans these, from List downward—had 
confidently asserted. 

This is really the central theme of the lectures on the Adven- 
turers, as it had been that of his essay which proved—contrary 
to an opinion generally, if too lightly, received—that Edward III 
had no economic policy, least of all a “ free trade’”’ policy, the 
essay which converted Cunningham. (The strictly financial part 
of the Adventurers lectures either had been anticipated by, or 
was based on, the work of Dr. Scott.) Unwin refused to see in 
the dog-fight between Adventurers and Hansards any “ world- 
economic ”’ decision. Two groups of monopolists fighting for 
monopoly ; the Hansards rather the preferable of the two, be- 
cause, while they were still in the field, the English cloth industry 
had two channels of export instead of only one, and that stinted ; 
but behind, beyond and above both, the main “ natural” forces 
of growth and intercourse working through English interlopers 
and German traders who had no lot in the Hanse towns—that, 
or something like that, is the picture. 

Demonstration, against some German scholar or other, that 
the Adventurers were not a well-handled tool gripped by a fore- 
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and perfectly clear-sighted mercantilist State to carve out for 
itself Wirtschaftsmacht, is easy—perhaps a trifle overdone. I 
fancy no Englishman who has ever stood close to the Elizabethan 
statesmen has believed in that diabolic foresight. Certainly 
their corn policy, to take a single instance, was almost as short- 
sighted and full of contradictions as that of France before the 
Revolution. 

The delightful fragments of chapters for a history of com- 
merce cannot be judged adequately, just because they are so 
fragmentary. They do suggest, however, one friendly criticism— 
that Unwin had never quite got over those architectural diffi- 
culties of book-building, which must have worried him, as they 
certainly have some of his readers, in his first two books, Industrial 
Organisation in the Sixteenth and Seventeenth Centuries and The 
Gilds and Companies of London. 

One of the best things in the book is Mr. Tawney’s biographical 
notice of his friend—a selfless scholar, always giving, always 
thinking other people’s work better than his own and better 
than it was, the man who would not review a book unless he 
could speak well of it, who died at fifty-five worn out with work 
for learning, his pupils, and mankind. 

J. H. CuapHam 


On Stimulus in the Economic Life. By Str Jostau Stamp, G.B.E. 
(Cambridge University Press. 1927. Pp. 68. 3s.) 


DovstT.zss there are many economists who, like the reviewer, 
pick up anything newly written which appears to have to do with 
the psychological aspects of economic or social life with fore- 
boding, hardly hoping to find anything new save perhaps a new 
jargon. If the author’s name lures them into hazarding an hour 
or so upon this little book (in which the Rede lecture at Cambridge 
in 1927 is made available to a larger audience) they will find 
themselves repaid and encouraged. Sir Josiah Stamp has a real 
problem in mind, he formulates his problem with care, and he 
pursues it a little way along each of a number of promising roads. 
Stimulus is an “‘ increment in incentive,”’ and is to be distinguished 
from changes in ‘‘ scope.”’ Thus increased supply and lower 
prices, with no change in the demand schedule, give larger scope 
but no new stimulus to demand, and lower interest rates, simi- 
larly, merely give large scope for business enterprise. There is 
an important difference, moreover, between the kind of stimulus 
which supplies fresh energy and the kind which, like a catalytic 
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agent, merely releases energy. Account must also be taken of 
the permanent as well as the immediate results of a stimulus. 
The immediate gain may or may not be followed by a reaction, 
and the permanent gain or loss may be full or partial. Similarly, 
repeated ‘‘ doses ”’ may have a constant, diminishing, or increasing 
effect. 

By means of these abstract considerations the author succeeds 
in giving unity of interest to what he says about the known 
characteristics of the stimulus of drugs, of alcohol, tea, etc., of 
fertilisers, of stimulus in “‘ the physiology and psychology of 
labour tasks,” of experimental psychology, and, finally, of 
“ economic stimuli.” Inflation attended by rising prices is held 
to be a true (though unwholesome) stimulus to business enterprise. 
Just as one is about to charge the author with inconsistency in 
making rising prices a “ stimulus”’ while holding that falling 
interest rates are merely a change in “ scope,”’ one reads, in 
relation to the stimulus given by a relief from-super-tax, that 
“ the distinction is not always clearly marked,” and that “ the 
enlarged scope itself may give zest to a jaded incentive.’ Also, 
one may add, the activities evoked by an increase in scope 
prompt or stimulate other activities. But the distinction is none 
the less important, and it is a just remark that in the literature 
which deals with industrial fluctuations, “‘ the ideas of auto- 
matic scope and motival impetus are confused under the one set 
of terms.” 

There are some shrewd observations respecting the necessity 
of distinguishing among different economic stimuli according to 
the nature of their permanent results and the nature of the 
reactions which they breed. Thus, speaking broadly, “ the 
monetary factors in fluctuation, however stimulating, are nearly 
all of the self-reaction type, and what one gains on the swings 
to-day is lost on the roundabouts to-morrow.” Such considera- 
tions lead naturally to a discussion of the value of ‘‘ rhythm ” as 
compared with the value of stability—a question of the utmost 
importance, which was pretty completely ignored by writers on 
industrial fluctuations before Mr. D. H. Robertson wrote his 
challenging little book on Banking Policy and the Price Level. 
The question, as the author suggests, “‘ probably resolves itself 
into a contrast between the advantages of a perfect development 
of existing institutions, and the advantages of radical improve- 
ments and increments of revolutionary change from the gross 
value of which have to be deducted the losses and disadvantages 


of disturbance and destruction in human and physical or invested 
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ce 


But “ Prosperity, not Necessity,’ he concludes, “ is 
the mother of invention,” for “‘ in a time of abundance of resources 
alone can large-scale inventions and improvements be under- 
taken.”’ A true conclusion, I think, but not the whole truth. 
We have to distinguish between the devising and planning of 
improvements and the widespread utilisation of them, as well as 


capital.” 


“eé 


between an “ abundance of resources” and an abundance of 
opportunities for their profitable use. May it not be that acute 
depression and an unusually high level of “ prosperity ”’ (7.e. an 
unusually high level of business profits) are inimical, the one to 
the adoption of and the other to the search for real improvements ? 
There are many other points at which the book invites quota- 
tion and comment—which is another way of saying that Sir 
Josiah Stamp’s discussion of stimulus is itself a stimulus to 
thought. 
AtLyn A. Youne 


The Stabilisation of the Mark. By Hsatmar Sconacut. 
and Unwin. Pp. 247. 8s. 6d.) 
Report of the Commissioner of the Reichsbank, December 1927. 


(Allen 





A most cordial welcome must be given to the English trans- 
lation of Dr. Schacht’s book on the stabilisation of the German 
currency. There can be no need to emphasise either the import- 
ance of the subject or the peculiar qualifications of the author to 
deal with it. Economists will naturally turn to the book as the 
most authoritative source of information on one of the most inter- 
esting cases of currency stabilisation; and in this respect their 
expectations will be amply fulfilled. But in addition they will 
find a most absorbing story. Throughout that story, politics, 
international and domestic, play a large part, whilst in the critical 
period we are given the more personal drama of decisions speedily 
taken and resolutely maintained in the face of gravest difficulties. 
Many of the events which Dr. Schacht relates reflect greatly to 
his own credit, and we read of them with the more enjoyment 
because he writes frankly, without affecting undue modesty. 

From the point of view of the economist, the opening chapters 
which lead up to the crisis of 1923 are not all of the same value. 
The first chapter, dealing with the war period, seems entirely 
adequate; the succeeding chapters on the post-war years of 
inflation leave one with certain doubts. While Dr. Schacht is 
disposed to criticise the financial policy of the Reich during the 
war, he appears to place the whole responsibility for the subse- 
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quent collapse of the mark on the reparations policy of the Allies. 
With this view not all German economists, I think, would be 
found to agree; and in any case, assuming that Dr. Schacht is 
broadly right in his verdict, the theorist will feel the need for a 
much closer analysis of the causal relations between changes in 
foreign exchange rates, internal prices and money in circulation. 

But the really important part of the book begins when we 
reach the final crisis in which Dr. Schacht himself took command, 
first as Commissioner for Currency and later as President of the 
Reichsbank. The plan for the creation of the Rentenbank and 
the Rentenmark had already been drawn up before his appoint- 
ment; but the introduction of the new currency, the establishment 
of a fixed relation between the new currency and the old, and 
between both and the dollar—these were almost entirely Dr. 
Schacht’s achievements, and here we have his own account of 
the measures by which they were accomplished. 

For Dr. Schacht’s reputation it suffices that these measures 
were successful, and chaos was converted into order. To advance 
the theory of the matter, however, we require to know whether 
in the given circumstances stabilisation could have been attained 
in any other way. This seems to involve three questions : 
(1) Could the old mark have been stabilised at a higher value ? 
(2) Was it necessary to introduce a new currency? (3) If so, 
was the Rentenmark the best form for the new currency to take ? 

The second question is in some ways the crucial one, and 
unfortunately it is one which Dr. Schacht does not directly discuss. 
His general account of the situation, however, rather confirms 
one’s impression that the old mark had become too far dis- 
credited to be made to stand alone as a stable unit of account. 
(It might be argued further that any policy based simply on 
restoring confidence in the existing currency would have had to 
have begun with a drastic restriction of further issues; that this 
was impossible with the existing condition of the public finances ; 
and that the latter could only be put in order after a measure of 
stabilisation had first been achieved.) If the need for a new 
currency is conceded, Dr. Schacht is able to make out a good case 
for giving the old money a low rating in order to make room for 
the new and give him more effective control of the situation. 
With regard to the form of the new currency, it is interesting to 
notice that Dr. Schacht was at first opposed to the Rentenmark 
on theoretical grounds, but later came to recognise its important 
practical advantages from a political point of view. 


Dr. Schacht justly claims that the process of stabilisation was 
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completed before the adoption of the Dawes plan and without 
any political assistance from outside. (There was, of course, the 
assistance of foreign bankers in setting up the Gold Discount 
Bank.) It is admitted, however, that the signing of the London 
Treaties first secured the German currency against external 
political dangers and prepared the way for a large-scale resort to 
foreign loans. 

The influx of foreign capital appears to have been the chief 
factor in the recovery which has taken place in Germany since 
1924. But it has also provided the post-stabilisation problems 
which have given Dr. Schacht most anxiety. How far his appre- 
hensions are well founded has been the subject of much con- 
troversy in Germany. The more general view appears to be that 
they are exaggerated, and it cannot be said that his treatment of 
the question in this book is at all points convincing. It does not 
seem to matter, for instance, if the loans increase German im- 
ports, since at the same time they provide the means to pay for 
them; and if at first there is a certain rise in German prices, 
owing to the exchange of Devisen for notes, is not this simply the 
mechanism by which the real payment of the loans in goods is 
brought about? Misgivings are more intelligible if they relate 
especially to short-term foreign borrowing—the kind of borrow- 
ing least amenable to control. Here the possibility has to be 
reckoned with that the foreign exchange proceeds may be dis- 
sipated, so that difficulty may be experienced in finding the means 
of repayment when called for; and it must be admitted that this 
danger is enhanced by the presence of the Reparations-Agent, 
ever looking for opportunities to effect his transfers. But Dr. 
Schacht is surely mistaken if he means to suggest that the utilisa- 
tion of the exchange proceeds of foreign loans for reparations 
transfers (p. 232) deprives German industry of the capital it 
requires; for the borrower then gets his loan in German money 
paid out of the Reparations Account. Apart from the complica- 
tion mentioned above in connection with short-term loans, the 
present effect of borrowing abroad must be to simplify the transfer 
problem all round. The ultimate effect depends, of course, on 
how far these loans increase Germany’s capacity to export or 
reduce her need of imports: a consideration which may justify 
Dr. Schacht’s insistence that they should only be resorted to for 
** productive ”’ purposes. 

Dr. Schacht’s book was written in the latter part of 1926. 
The English reader will most easily follow the subsequent develop- 
ments of German currency and credit in the Reports of the Com- 
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missioner of the Reichsbank appointed under the Dawes scheme. 
No one believes now, I hope, that the presence of this foreign 
official is necessary to ensure observance of the Bank Law; but 
Dr. Bruins does much to justify his office by writing these reports. 
Published twice a year, they provide us with a wider survey of the 
conditions affecting the Reichsbank’s policy than is given in 
the Bank’s own annual report. The accompanying tables and 
diagrams are particularly useful for reference purposes, but the 
explanations and additional information given in the text will also 
be found very valuable. On the whole the Commissioner seems 
to take a rather more sympathetic view of German credit policy 
than that of the Agent-General for Reparations. 
P. B. WHALE 
London School of Economics. 


The Restoration of European Currencies. By D. T. Jack. 
(P. 8S. King & Son. 1927.) : ; 


Tuts book deals with monetary reconstruction in the countries 
of Europe, with the exception of Hungary. It includes, however, 
an account of the French franc and of the Italian lira, which had 
not been officially stabilised at the time of writing. Mr. Jack is 
largely concerned with the questions of under-valuation and over- 
valuation, and with the stabilisation difficulties which arise out 
of a discrepancy between the internal and external values of a 
currency. The stabilisation crisis, it may be noticed, does not 
develop of itself, as is assumed; it occurs only when the Central 
Bank intervenes, as it must do if the stabilised rate is to be 
maintained. 

The problems of under-valuation and over-valuation are 
naturally introduced with a discussion of the Purchasing Power 
Parity doctrine, which Mr. Jack briefly describes. His definition, 
however—‘“ The internal value of the currency as measured by 
its purchasing power parity and its external value as measured 
by the actual exchange rate will be in equilibrium ”—is not 
remarkably coherent. It is unfortunate, moreover, that having 
stated the theory he should occasionally neglect its application. 
It is suggested, for example (p. 40), that from the standpoint of 
the national finances considerable advantage might be derived 
from the appreciation of a currency with respect to the payment 
of foreign loans contracted on a gold basis, the number of units 
of local currency to be provided being thus reduced. It should 
be obvious that there is no possible advantage of this kind to be 
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“‘ set against the increased real burden of the domestic debt.” 
Again, in the discussion of the Lithuanian exchange the argument 
used has a strong flavour of mercantilism. ‘‘ The absence of 
important invisible trade items of income,” it is asserted, “‘ adds 
to the necessity of securing a favourable visible balance ” (p. 196). 
Here the accumulation of foreign balances by the Central Bank 
takes the place of an accumulation of the precious metals. 

The discussion of currency conditions in the separate countries 
shows the enormous range of the problems which are involved. 
There are the contrasts between gold bullion and gold exchange 
standards, de facto and de jure stabilisation, deflation and devalu- 
ation. These contrasts need to be clearly drawn. A policy 
which aims at going back to an original gold parity, involving a 
rise in both the external and the internal values of a currency, 
merits a different sort of treatment from a policy of devaluation 
on the basis of a rate actually attained. Mr. Jack rightly adopts 
“ restoration ” in the title of his book. 

However dramatic the fluctuations and collapse of mark, 
rouble and crown may have been, the Rentenmark provides 
perhaps the most interesting chapter in recent monetary history. 
Attempts to issue a second inconvertible paper currency after the 
collapse of the original currency have generally resulted in failure ; 
and it is remarkable that the stability of the Rentenmark survived 
until the introduction of the Dawes plan. 

Mr. Jack discusses finally the Genoa resolutions and the 
prospects of the future. Here he understates the case for 
economy in the use of gold, when he refers to recent tendencies 
in the direction of a ‘“ diminishing” gold output. The case 
depends, of course, not on any hypothesis about diminishing gold 
output, but on the question whether an increase in the rate of 
production adequate to the world’s requirements can be expected. 
The book suffers unfortunately from some misprints and some 


minor inaccuracies. 
E. L. HARGREAVES 
Oriel College, 


Oxford. 


Money and Monetary Policy in Early Times. By A. R. Burns. 


Mr. Burns’s subject is the monetary history ‘“ of the first 
thousand years of coining,’ that is to say, the period from 
Croesus to Constantine. There is a great wealth of material, but 
not in a form ready for use by the monetary theorist or economist. 
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There is a dearth alike of statistics, of contemporary discussion 
and of the texts of regulations and laws on monetary subjects. 
In every direction the investigator has to fall back on conjecture, 
and the subject has tended to fall into the hands of archzologists 
and historians who are experts in the sifting of historical evidence, 
but not in the application of monetary theory to their conjectures. 

Mr. Burns’s task is to interpret the facts in the light of 
monetary science as developed in recent years. The book he has 
produced is both important and interesting. 

He has had to cope with a peculiarly baffling problem in 
the arrangement of a great quantity of data of which the inter- 
pretation is almost always open to doubt. He has elected to 
group his material mainly under headings related to monetary 
theory, such as fineness of coins, units of weight, standards, 
subdivisions of coins, token coinage, the prerogative of issue, 
monetary policy. A certain amount of repetition might perhaps 
have been avoided by a purely chronological arrangement: one 
of the many interesting aspects of the subject is the essential 
unity it reveals in the economic system of the ancient world 
(exclusive of China), and a chronological arrangement need not, 
therefore, have cut inconveniently across geographical boundaries. 

Coins have for a long time ranked high among the surviving 
evidences of ancient civilisations. In the hands of an economist 
skilled in monetary theory they become all the more informative. 

Occasionally Mr. Burns projects modern ideas a little too 
freely into the past. It is not very convincing to say that 
“‘ Elagabalus discovered that a rapid inflation, although it 
yielded a profit because prices did not rise as quickly as the 
supply of coins was increased, had the disadvantage that it 
reacted against the State whenever it was a creditor.” Did 
some forgotten ancestor of Professor Irving Fisher sit at the 
elbow of Elagabalus ? 

Nevertheless Mr. Burns is obviously right to insist on the 
applicability of the monetary doctrines of the twentieth century 
to all times. His book shows again and again how ignorance of 
monetary theory has introduced unnecessary obscurity into the 
views of historians and antiquarians. The need to criticise their 
blunders and to expound their rather sketchy arithmetic is a 
serious complication in any treatment of the subject. 

An attractive and valuable feature of the book is the collection 
of plates reproducing photographs of typical coins. 

R. G. HAwTREY 
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The National Dividend. By Jas. T. Sutctirre. Melbourne 
University Press, Economic Series, No. 1. (Melbourne. 
1926. 8vo. Pp. x-+ 70. 3s. 6d. net.) 


THis brochure, giving an account of an inquiry by its author 
into the amount of the National Dividend of Australia and the 
manner of its distribution, is issued in this country by Messrs. 
Macmillan & Co. The inquiry, it is explained in a foreword, was 
awarded a scholarship, one condition of which is the publication 
of the thesis submitted. Professor Bowley has written a letter, 
reproduced as a preface, expressing some general opinions about 
the thesis. He included in his letter some warnings regarding 
the manner in which the work was planned and executed, which 
the author has treated as not requiring from him serious recon- 
sideration of his results. In accompanying those warnings by a 
statement that “it is evident that Mr. Sutcliffe has possessed 
critical knowledge of his material, and has correctly used the 
methods that have been satisfactory in other countries,” Dr. 
Bowley has, perhaps, permitted courtesy to override his natural 
criticism. 

Mr. Sutcliffe, finding a table in the Production Bulletin 
(from which he quotes later corrected figures, though giving a 
reference to the first of the issues in which 1920-21 was covered), 
the title of which is ‘‘ Estimated Value of Australian Production,”’ 
has assumed that the aggregates of the table are to be interpreted 
as connoting an equal value of work of production. The table 
shows the total values of crops, of pastoral, dairy, forestry and 
fishery and of mining products, with the ‘‘ value added in manu- 
facture’ for industrial output. A closer acquaintance with his 
material and with other writings on the subject would have shown 
the author that the addition of the value of hay and green forage 
to the value of meat, wool or dairy produce in the production of 
which these feeding stuffs were used is a procedure certain to 
yield misleading results. The application, too, of the general 
allowance of 10 per cent. for renewals and replacements so as to 
cover grain used for seed seems a doubtfully reliable course in 
dealing with a country whose best wheat crop for a dozen years 
past averaged only sixteen bushels to the acre, and where wheat 
has provided 30, 40, 50 or more per cent. of the aggregate of crop 
values in different recent years. With the assumption that the 
average net output of workers in small establishments not covered 
by the Census of Manufacturing Production may be assumed as 
equal to that of the workers in the factories covered by the 
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Census, with all the equipment of appliances and mechanical 
power which should add to the efficiency with which the work is 
carried out, it is difficult to agree, and it is equally difficult to 
accept, on the general ground of numbers engaged, the estimate 
of an all-round cost of 20 per cent. of the total estimated pro- 
duction for distribution services. In different years the propor- 
tion of the production in respect of which the charges for dis- 
tribution do not arise or are relatively small may well vary 
greatly, and some inquiry regarding the amount subject to those 
charges seems desirable if not imperative. 

The alternative method of arriving at the total National 
Dividend by adding up incomes, which is claimed as yielding the 
same total as is calculated from the faulty use of the production 
data, must necessarily be examined to see if any equally serious 
defect is revealed in the procedure on this side. We note that 
the process used for calculating the total assigned as wages and 
salaries gives as the proportion of this total te the calculated 
National Dividend, 57-2 per cent. in 1920-21 and 66-6 per cent. 
in the following year. Such a violent change appears to need 
explanation if it does not constitute a challenge to the correctness 
of the procedure of calculation. Perhaps not a little of the 
responsibility may be traced to the fact that the Census year 
selected as the base year for the series of calculations happened 
to be the year 1920-21. 

The lengthy examination of wage rates and numbers of wage- 
earners for whom those rates may serve as a basis of calculation 
of income leads to the adoption, as a general average for the adult 
wage-earner not subject to income tax, of a figure identical, to 
the next unit, with the average of wages and salaries paid to all 
persons covered by the Census of factory production, from which 
an arbitrary deduction of approximately 10 per cent. is then made 
in consideration of the influence of tax-paying employees of the 
factories on the general average remuneration. In determining 
the amount of this deduction there is clearly room for a con- 
siderable approximation of the result of the income calculation 
to the lower total suggested above as necessary for the estimate 
based on production data, especially as the Group affected includes 
practically half the recipients of income, and 36 per cent. of the 
calculated income is assigned by the author to these breadwinners. 

While it appears necessary to make the foregoing commentary 
on the methods and conclusions reached by Mr. Sutcliffe, and 
while the difference between the amount per head of the National 
Dividend in Australia as calculated by him (£60 per annum) 
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and as shown in the most recent calculation of Sir George Knibbs 
(£54 per annum) does not appear to be substantiated, his brochure 
assembles the main data which must be reviewed in any assess- 
ment of the magnitude of the National Dividend, and may thus 
assist readers in this country to form an opinion regarding the 
relation of this aggregate in Australia to the corresponding 
aggregate in this country. As an authoritative determination of 
the object of study, however, it leaves a good deal to be desired, 
and cannot be held to have forged a new link in the chain of 
records by which the fluctuations in national production may be 
traced. 













A. W. F. 











Technischer Fortschritt und Uberproduktion. By Dr. L. V. Brrox. 
(Jena: Gustav Fischer. 1927. Pp. 26.) 


Tuis pamphlet attacks the old question, “Is general over- 
production possible? ’’ from a new point of view. Our existing 
economic institutions produce on the one hand a mass of goods 
that cannot find purchasers, and on the other a permanent 
residue of work-people who cannot find employment. The 
capitalist would seek a remedy in lower wages, while the socialist 
attributes the evil to a superfluity of capital. Dr. Birck agrees 
with neither. He reviews successively the doctrines of the 
classical economists, of Marx, Frantz Pio and J. A. Hobson. 
The first-named clung to the erroneous belief that modern society 
was nothing but an enlarged edition of the simple natural state, 
and that over-production being obviously impossible in the latter, 
could not take place in the former. The Socialists had the merit 
of detecting the flaw in this argument. Marx, on the other 
hand, confused the issue by his doctrine of the necessarily 
diminishing wages of labour. Pio and Hobson alike lay stress on 
the fact that increasing production, unaccompanied by increasing 
purchasing power in the hands of the people, leads to a general 
glut. This increasing production Hobson attributes to the fatally 
“easy ” saving of the rich, which he would discourage by raising 
wages and equalising incomes by means of taxation. 

The fallacy of the Socialists, Dr. Birck points out, lies in their 
failure to distinguish between the effects of (2) accumulation of 
capital, and (b) improvements in technique : two totally different 
factors. An increase of capital devoted to industry is bound to 
result in a rise of the rate of wages and a fall in the rate of interest. 
On the other hand, improvements in machinery and processes 
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which are not accompanied by a corresponding increase in capital 
will cause unemployment and a lack of effective demand for the 
goods placed on the market. Poverty is due to the discrepancy 
between available capital and existing technique. Consequently 
the diminution of saving so passionately urged by Hobson would 
aggravate instead of remedying the disease. What society 
requires to-day is not less, but more, capital, to keep pace with 
technical progress. 

If we cannot accumulate capital fast enough—and there seems 
little chance of this in post-war Europe—Dr. Birck suggests that 
the situation can be saved by introducing multiple shifts, thus 
extending production and diminishing costs, while increasing the 
numbers employed and therefore the purchasing power of the 
workers. Even so he thinks we shall not succeed in employing 
productively all the available population. It is a peculiarity of 
capitalist development that the proportion of the population so 
employed tends progressively to diminish. Two-thirds of our 
number can probably produce enough to meet our total require- 
ments. With a flash of unexpected irony Dr. Birck remarks that 
the remainder need not perish, since they can be employed as 
servants, dancers, possibly as poets and artists. This, however, 
appears to be a side issue. The main argument is that the con- 
dition of glut from which we so frequently suffer is due to a 
temporary maladjustment, to a failure of capital to keep pace 
with technical progress, and can be most easily rectified by the 
introduction of additional working shifts. This solution is not 
likely to appeal to the school of reformers who see in over- 
production a reductio ad absurdum of our existing economic 
organisation. 

H. REYNARD 


Wages and the State. By E.M. Burns. (London: P.S. King & 
Son. 1926. Pp. ix + 443. Demy 8vo. 16s. net.) 


Mrs. Burns in her sub-title describes her book as a com- 
parative study of the problems of State wage regulation. This, 
as the publishers rightly maintain, is becoming an increasingly 
important feature of industrial organisation, and the proper 
adjustment of wages generally constitutes a vital aspect of 
industrial relations. At the same time it is doubtful if the 
general principles of the subject, or the implications which arise 
from them, have in all cases been fully worked out or submitted 
to the test of detailed study and analysis of facts. This, indeed, 
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is well brought out by Mrs. Burns herself, in her examination of 
the three chief principles of wage regulation: the Living Wage 
based on what is sufficient for a decent livelihood; the Fair Wage, 
calculated, in Marshall’s words, to be “‘ about on a level with the 
payments made in other trades of equal difficulty and disagree- 
ableness”’; and what the trade can bear. For she shows that 
the mere statement of each principle brings to light a number of 
problems, and that too often the supporters of a principle fail to 
realise these problems, and still more to suggest adequate solutions 
for them. Consequently her detailed examination of the whole 
matter of State regulation of wages is a piece of work which much 
required to be done; and its thoroughness makes it a real contri- 
bution to the theory both of State regulation and of the wage 
problem generally. 

The admirable system of arrangement will enable the reader 
to utilise the book either for practical or theoretical purposes. 
Its three parts deal with the three chief aspects of the subject : 
what the regulations are (Laws of Wage Regulation), which 
includes a discussion of the law and practice of different countries, 
their practical application (Problems of Technique), and their 
underlying principles (Problems of Principle). Such an arrange- 
ment appears to have been modelled—and a better model for the 
purpose could scarcely have been chosen—upon Industrial 
Democracy, with its tripartite division into Trade Union Structure, 
Function and Theory. This has the great advantage of keeping 
distinct the main sides of the problem, and so enabling anyone of 
them to be studied separately. In less skilled hands than those 
of Mrs. Burns, indeed, such an arrangement might have involved 
excessive repetition; but this she has been successful in avoiding. 
The reader is further assisted by short summaries of conclusions, 
which terminate such of the chapters as appear to require them. 

The objects of wage regulation, as the book points out, have 
been, first, to provide a remedy both for sweating, properly so 
called, and for low wages generally, and, secondly, to deal with 
industrial unrest. These distinctions may be seen in the difference 
between the British Trade Board Acts of 1909 and 1918, the first 
being limited to pronouncedly sweated conditions and the second 
having a far wider scope. The presence of these different objects 
and the close connection between them is brought out by the 
study (Chapter IT) of the legal machinery of wage fixing, the Fixed 
Minimum Wage, the Board System, Arbitration and so on, and 
in the thorough and interesting examination (Chapters XII and 
XVI) of the principles of wage fixation. 
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The conclusion reached is that no one of the three principles 
already referred to is complete or adequate in itself; for “‘ there 
are definite limits to the use of each.” Indeed the real solution 
may rest in a balance of all three. This seems to be the case with 
the Australian distinction between the basic and secondary wage. 
The former is determined by the Living Wage principle and the 
latter ‘“‘ would be affected by- considerations of what the trade 
could bear and the Fair Wage principle.”’ The “ living wage,” 
Mrs. Burns points out, has a special bearing on productivity. 
‘“* Where low productivity is the result of a low wage, the con- 
ception of the living wage provides a useful basis.’ Possibly 
she does not allow sufficiently for what can be done to improve 
wages by the application of the Fair Wage principle, and insists 
overmuch on its tendency to standardise existing practice. For 
it can be, and is, used, as in the British Fair Wage Clause, to make 
general not the average standards of a trade, but the Trade Union 
minimum or the standards of good employers; and this.may well 
lead to an increased productivity and eventually further increase 
in wages. The same is true of what the trade can bear, when 
rightly applied to what the good employer can pay. For, as with 
the English Trade Boards, this not only involves a direct increase 
in wages, but, by removing the unfair competition of sweated 
labour, may immediately increase capacity to pay, and by 
improving efficiency and productivity may ultimately increase it 
still more. The living wage principle is specially valuable, as 
with the Australian basic wage, to protect against unduly low 
wages, and to keep in view ideals of a reasonable and decent 
standard for all, such as Mr. Rowntree’s ‘‘ human needs minimum.” 
The other principles are valuable in helping to secure for the 
workers the best that existing conditions allow and in obtaining 
for them a fair share in any increased productivity. 

A valuable feature of the book, the more so that the need of 
right distribution is kept clearly in view, is the insistence that 
** the general level of production plays the biggest part in determin- 
ing the general level of wages.” This is well worked out and 
applied both to general wages and to wages in particular trades. 
Moreover, whilst clearly sympathetic to the labour point of view, 
the author rightly insists on the need of enforcing awards, not only 
against recalcitrant employers, but against Trade Union efforts 
to force wages above the legally fixed limits and against other 
breaches of law or agreement. The chapter on Inspection and 
Enforcement is thus specially suggestive, and the emphasis 
on the difficulty and necessity of proper detailed enforcement 
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affords an interesting parallel with the history of Factory 
Legislation. 

It is not the least of the book’s merits that it realises and 
emphasises the real difficulties of the subject, insisting that 
progress and improvement will come from no quick and easy 
solution, but from hard and patient application. To this, the 
author has added a real grasp of her subject, a thorough knowledge 
of the facts, and a clear and reasoned presentment of them. There 
is a suggestive discussion of principle in the third part, and an 
admirable summing up in the two concluding chapters. The work 
thus makes a real contribution both to the study of the wage 


problem and to economic thought. 
N. B. DEARLE 





Der moderne Kapitalismus. Dritter Band. Das Wirtschaftsleben 
im Zeitalter des Hochkapitalismus. In 2 Parts. By WERNER 
Sompart. (Miinchen and Leipzig: Verlag von Duncker 
und Humblot. 1927. Pp. xxii + 1064.) 


WirH these two stately volumes Sombart concludes the 
revised edition of his masterpiece on Modern Capitalism. The 
work was first issued in 1902 and at once created a stir. Here 
was a new conception of capitalist theory; here were new terms, 
new methods, and above all a provocative style. For fourteen 
years economists and historians in Germany carried on lengthy 
discussions as to the validity of Sombart’s history or as to the 
orthodoxy of his theory. So widely read was the book that in 
due course a new edition became necessary. The first volume 
of the revised edition appeared in 1916, and the second (in two 
parts) in 1917. The third volume (likewise in two parts) bears 
the imprint 1927. , 

In the first volume the author considers the economic organ- 
isation of society in what he terms the “ pre-capitalist ”’ period— 
roughly, the Middle Ages up to the fifteenth century, the period in 
which the basis of modern capitalism was developed (and par- 
ticularly the growth of wealth). In the second volume he draws 
a careful picture of economic life in the “‘ early capitalist ” period, 
that is to say, the sixteenth and seventeenth centuries. Now 
comes the third volume, in which “ full-blown” capitalism is 
described both in its theory and practice. In Sombart’s opinion 
the epoch of complete capitalism came to an end suddenly in 
1914; what followed is something new, something which is as 
yet embryonic and cannot be defined. 
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Even if this thesis does not receive universal acceptance, 
readers of Sombart’s last chapter will agree with him that it is a 
mistake to imagine that in the future any one economic system 
will prevail; that, on the contrary, there is great likelihood that 
capitalism will be found side by side with co-operation, social 
ownership of the means of production, craftsmanship and old- 
fashioned farming; that the existing economic organisation of 
society (the author writes with an eye on Soviet Russia) will not 
be overthrown by a forcible revolution; and that it is childish 
to believe that there is a likelihood of a development backwards 
to the “ pre-capitalist’ condition of affairs. The elaboration of 
these views makes interesting reading, and no one should miss 
this last chapter. Like the rest of the volumes it is thought- 
provoking; throughout it may be said le style c’est ’ homme. 
Despite the years Sombart has not changed. He put these 
theories before us a quarter of a century ago when we attended 
his lectures at Breslau; he has elaborated them in hig book on 
the Bourgeois (called ‘‘ The Quintessence of Capitalism ”’ in its 
English dress), and in his studies of the Jews and Capitalism, War 
and Capitalism, and Luxury and Capitalism. The only notice- 
able difference in the third volume is that the author gives the 
impression of greater calm and greater deliberation than in those 
days; the energy is under control, but the result loses nothing 
in attractiveness. 

The method of presenting the subject, step by step, is that 
which all readers of Sombart will by this time know. The author 
sets forth his presentation of any point, following up his own 
remarks by ample quotations from recognised authorities which 
have a way of taking root in the memory; as, for example (to 
illustrate by one or two instances in English), Mill’s comment on 
capital: “the distinction between capital and not capital does 
not lie in the kind of commodity, but in the mind of the owner ” ; 
or Andrew Ure’s warning that the factory hand must give up his 
individual liberty: ‘‘ he must necessarily renounce his old pre- 
rogative of stopping when he pleases, because he would thereby 
throw the whole establishment into disorder ’’; or Ford’s reason 
for being so many-sided: ‘‘ when we cannot depend on prompt 
deliveries . . . we are forced to go into them ourselves.” 

Sombart is at pains to make clear his attitude to Marx. 
He confesses that his conception of Capitalism derives from 
Marx; the difference between them, however, is that Marx wrote 
of Capitalism when it was just about to emerge into “ complete ” 
capitalism, Sombart when “ complete” capitalism was unrolled 
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before him. Marx, as he says (delightfully and unabashed), 
wrote the first word about Capitalism, he, Sombart, in the work 
before us, has written the last word. ‘‘ Then it was morning and 
the skylark sang; now it is evening and Minerva’s owl is about 
to sally forth.” 

A bare outline of Sombart’s scheme will hardly suffice to 
convey the thoroughness of his treatment. He begins with the 
Foundations on which the Economic System rests—human 
energy, the State (Imperialism) and technical progress. A good 
chapter here is that on the psychology of the modern capitalist 
undertaker. Next he considers the structure—capital in its 
various forms, labour and all that affects it, and demand. In 
this section the chapter on Towns is to be commended. Lastly, 
he surveys economic processes—markets, supply and demand, 
rationalisation (the Open Sesame of so many problems of industry) 
—and industrial production. No student should miss the chapter 
in this section on Competition. But the work as a whole will 
repay close study. It gives the reasoned views of an economist 
who is at the same time an original thinker and a gifted artist. 
For the English student it may be said that Sombart’s work will 
not replace Marshall or Nicholson, but it will undoubtedly supple- 
ment and illumine what these great teachers have to give. It is 


pretty safe to prophesy that Sombart’s five magnificent volumes 
will long remain a source of delight and information for economic 
students by reason of their bibliography, their wonderful power 
to stimulate thought, and their reflection as in a large-size mirror 
of the modern Capitalist System in all its aspects. 

M. EpstEIN 


The Economic Theory of the Leisure Class. By N. Buxwarin. 
(London: Martin Lawrence. 1927. Pp. 220.) 


Tuts is not, as might be supposed, a book analysing the 
economic conditions which give rise to the existence of a leisure 
class. It is an attack upon a particular school of economic 
theory whose tenets the author regards as coloured by class 
sympathy with the well-to-do, and especially with that ‘“ product 
of the decline of the bourgeoisie,” the rentier. For this purpose 
Professor Béhm-Bawerk is selected as the spokesman of the 
decadent bourgeoisie, and it is he who, almost unsupported, 
bears the brunt of M. Bukharin’s onslaught. The book consists, 
in fact, of extracts from Professor Bbhm-Bawerk’s works i!lustrat- 
ing his theory of value and his theory of interest, each followed by 
a detailed criticism by M. Bukharin. 
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The author is true, in this monograph, to the Marxian tradition 
of obscurity, of detestable style and of tedious numerical examples. 
The following is a good specimen of the style of the book. ‘“‘ Every 
historically determined form of production relations presents an 
adequate form of distribution reproducing the given production 
relations.” Perhaps it does; but not many readers will be much 
the wiser. : 

A somewhat exhausting study of M. Bukharin’s dialectics 
suggests that the essence of his criticism lies in three propositions. 
First, the Austrian school, and with it the bourgeoisie generally, 
predicates laws as having universal validity when in fact they 
are applicable only to a particular historical society, namely, that 
which may be called capitalism. Second, the school in attempting 
to explain value primarily from the standpoint of utility argues 
in a circle. Third, Béhm-Bawerk is hopelessly muddled about 
interest. 

In his detailed criticisms M. Bukharin appears in nearly every 
instance to become involved in the logical fallacies of the strict 
Marxian theory of value. These need hardly be repeated here. 
He is most nearly successful in some of his criticism of the Austrian 
theory of interest, where he makes out a good case for disposing 
of the view that there is always a “technical superiority ”’ in 
roundabout methods of production. But even here his success- 
ful hits appear to be more a matter of luck than of valid reasoning, 
for his attitude to the theory of interest generally will hardly 
pass muster. Certainly many socialists will be alarmed to read 
that ‘“‘It will be a matter of indifference to a socialist society 
whether labour is applied to the direct production of articles of 


‘ consumption or to some more remote purpose, since labour in 


such a society is performed according to an economic plan drawn 
up in advance... .” 

It remains to add that even though M. Bukharin may be 
wrong it is worth while looking for some of the causes of his 
wrongness. It is possible for a theory to be logically correct and 
yet seriously misleading; and the origin of many illogical objec- 
tions to valid reasoning is to be found in some fault of emphasis 
or presentation in the latter. Thus it is true that the classical 
theory of distribution is, correctly stated, ot universal validity, 
and not a mere product of a bourgeois society in a state of class 
war. But it may fairly be argued that this theory is not equally 
significant in all conditions of society, and that it would be better 
to make this clear at the outset. A theoretical analysis of the 


elements of rent, interest, profits, and wages in Crusoe’s income 
No. 150.—vou. XXXvIII. x 
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could indeed be made; but there would not be much point in 
making it. A theory of distribution which divides income into 
these categories is, after all, only of interest when the categories 
do ordinarily go into different pockets; that is, in the particular 
economic society in which we are living, or, as perhaps we should 
say, have lately lived. 

Similarly with the criticism of the theory of value. M. 
Bukharin’s point here is that the housewife, having considered 
the utility to her of the first, second, third and fourth apples 
respectively, goes into the market to apply her decisions and 
finds the price of apples fixed. He concludes that in arriving 
at her demand schedule she has to take into account the very 
factor that her reasoning was supposed to determine, namely, 
the price of apples. Anybody who has considered the subject 
knows that the explanation lies in the difference between the 
influence on prices of one and of a multitude of housewives. 
But teaching experience leads one to conclude that the point is a 
stumbling-block to many who have no Marxian bias. We might 
with advantage take more pains to clear up the connection 
between the individual who values the first apple at 6d., the next 
at 4d. and so on, and whose calculations are supposed to determine 
the market price of apples, and the same individual when he goes 
into the market to buy apples and finds that the market price 
works out at, say, 2d. each, and that he can take it or leave it 
at that. 

BARBARA WOOTTON 
University of London. 


The Green Rising. By W. B. Bizzett. (New York: The 
Macmillan Company. 1926. Pp. x + 269.. Price 8s. 6d. 
net.) 


Dr. BizzE.1, who is President of the University of Oklahoma, 
has written a book the nature of which is rather disguised by the 
title he has chosen. He admits that he has borrowed it from 
Mr. G. K. Chesterton. In the setting from which it was taken 
the Green Rising is applied to the revolution by which the 
peasants of Eastern Europe have secured the land since the war, 
and therefore it is contrasted with the Red Rising of Russian 
industrialists. The book, however, touches on this movement in 
the most perfunctory way. Some sixty pages are devoted to 
“an historical survey of agrarianism,” which ranges from the 
times of the Old Testament prophets to the land policy of Presi- 
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dent Calles of Mexico. All this might well have been omitted. 
The author has nothing new to say; and the fact that he quotes 
David Hume and John Richard Green in his account of the 
Peasants’ Revolt of 1381 suggests that he hardly knows where to 
go for his material. It is a pity that he conceived the idea that 


ce 


there is ‘‘a thread of continuity running throughout agrarian 
history.”’ It is, in fact, a tangled skein which Dr. Bizzell does 
very little to unravel. He does not distinguish clearly enough 
between the agrarian unrest which may arise from the burden of 
indebtedness, from the conditions of tenure, and from the real 
or supposed exploitation of the farmers by transport and industrial 
interests. There is also a tendency in his treatment of the subject 
to assume that all revolutions arise from agrarian grievances. 
And while the general history is too vague and episodic to provide 
any real interpretation, such details as are given are often 
inaccurate. The English reader will be surprised to learn that 
“six Dorsetshire agricultural labourers attempted to form a 
union . . . were severely condemned and nothing came of their 
efforts” (p. 46), and unless they remember that Joseph Arch 
was a local preacher they will wonder why he is described as “ a 
rural minister.” The valuable part of the book is the last eight 
chapters on the history of agrarian movements in the United 
States; this does not need the historical introduction which the 
author attempts to provide. So the reader may be recommended 
to begin at p. 90. He will find in the subsequent chapters much 
information not easily accessible elsewhere. Dr. Bizzell shows 
that farmers have been largely responsible for “ third party ”’ 
movements in America. The circumstances in which the Granger 
movement, the Farmers’ Alliance, the Populist Party and the 
Non-Partisan League sprang up are discussed and the causes of 
their comparative failure are indicated. It is insisted, however, 
that, while these protests have not brought a new party into 
permanent being, they have forced the traditional parties to 
modify their programmes. Since so much attention is usually 
paid to industrial development, it is useful to have some account 
of the farmers’ attitude towards transport questions, problems of 
currency and banking, tariff policy and the trust movement clearly 
presented. The American farmer is now faced with the diffi- 
culties of excess productive capacity, with the consequent danger 
of getting low prices for his crops and stock. He realises that 
the tariff, while it may favour special farming interests, such as 
wool, sugar and vegetable oils, does nothing for the great staple 


crops, such as cereals and cotton, which necessarily depend on 
x2 
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export. The present policy merely makes the manufactures 
which the farmer has to buy dear, and restricts the demand for 
agricultural products abroad. The limitations on immigration 
also deprive him of cheap labour. He considers that the railways, 
the banks, the manufacturers and the workmen get legislation in 
their interest when they require it; so he is beginning to demand 
legislation which will provide him opportunities equal to those 
enjoyed by other classes. Dr. Bizzell has some hope for the 
extension of co-operative selling and apparently would welcome 
legislative assistance; but if these courses fail he does not antici- 
pate that the ‘‘ Green Rising ” will become a serious menace to 
society. He seems to agree with the writer, whom he quotes from 
The New Republic, that in politics the farmer retains “ a mar- 


vellous appetite for stones in lieu of bread.” 
J. F. REEs 


Die Probleme der internationalen Sozialpolitik. By PRoressor 
Dr. Karu Pkipram. (Leipzig. 1927. Pp. 196.) 


Neues Werden in der menschlichen Wirtschaft. By PRoFEssor 
Juxtius Hirscw. (Jena. 1927. Pp. 41.) 


“WHAT can international action do for social reform? ”’ is 
the question that Dr. Piibram sets himself to answer. With 
characteristic German thoroughness he finds it necessary to 
explain in detail what social reform means, what national efforts 
can achieve, and how international endeavour has, at different 
stages, met with the opposition of nationalism, of individualistic 
liberalism and of revolutionary socialism. It was the Treaty of 
Versailles which gave to international “ Sozialpolitik ’’—it is 
unfortunate that there should be no exact English equivalent— 
a new impulse. Article 13 laid down that universal peace must 
rest on social justice, and Article 427 that ‘‘ labour ”’ is not to be 
regarded as a commodity. Accordingly, Dr. Pribram’s third 
chapter deals with the International Labour Conference and the 
International Labour Office, with which latter he is intimately 
acquainted. The value of the Conference must not, in his 
opinion, be measured by the number and the content of the 
Resolutions adopted, or even by the Ratifications they may 
subsequently secure. For apart from achievements of this kind, 
the proceedings of the Conference have shed light on a host of 
problems, and the researches of the Labour Office have collected 
a mass of information of inestimable value. 

The first desideratum is an international minimum standard 
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of wages and conditions of labour, for unless and until such a 
standard can be fixed, it will remain open to the employers of 
every country to urge that any concessions made by themselves 
must necessarily handicap them in the markets of the world. 
On questions such as the regulation of the labour of women, 
young persons and children, the prevention of accidents and 
industrial disease, the general. hygiene of factory and workshop, 
social insurance against sickness or unemployment, etc., etc., 
there are differences of opinion but no insurmountable obstacles 
to agreement. But on the question of a minimum wage or a 
maximum working day the different conditions obtaining in 
various countries make agreement practically unattainable. It 
is claimed in the one camp that each country has its optimum 
productivity, which legislation imposed from the outside might 
ruthlessly disturb. And in the other, it is contended that the 
shortening of the working day is everywhere bound to lead to 
improved processes and organisation, and hence to. progress. 
The important part played by the Trade Unions in the deter- 
mination of wages and conditions points to the necessity of some 
international regulation of their activities. Here Dr. Pribram 
is held up by the obvious difficulty of fitting them into the legal 
framework of any constitution. Works Councils, though they 
may play an important part in the industry of the future, and 
may eventually prove a powerful instrument for industrial peace, 
are even less ripe for international regulation. The protection of 
the worker who seeks his livelihood in a foreign country presents 
a problem which obviously falls within the scope of international 
action: so far there has been no systematic regulation on the 
subject, but considerable success has been achieved by mutual 
agreements between the States concerned. 

After an exhaustive survey of the ground, the author finally 
asks: ‘‘ What are the prospects for the future?” In the battle 
for the minimum standard the problem is how to convert the 
backward States to the acceptance of the standards already in 
force in the more progressive. Here the internationalists are 
faced with a cruel dilemma. If they aim at a high standard, they 
will gain few adherents; if they desire universal agreement, they 
must keep their requirements modest. But there is a worse 
difficulty. In the last resort the worker’s remuneration must 
depend on the resources and productivity of his own country, and 
his real wage is therefore not susceptible of international regula- 
tion. On the other hand, much can be done by international 
agreements and understandings on various vital questions. 
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Banking, e.g., cries for international understanding, and the coal 
problem will never be solved except by international measures. 
We shall achieve more by working at these and similar problems 
in detail than by spending our energies and resources on grandiose 
schemes of international regulation of wages and hours. The 
writer is too judicial to make large claims for his ‘‘ Sozialpolitik,”’ 
but he is evidently hopeful. 

Dr. Hirsch’s little pamphlet deals with the general question of 
productivity and progress, and finds in the blessed word rational- 
isation a solution of all our problems, and an effective means of 
laying an ancient ghost. Modern tendencies, he maintains, have 
not only disproved the theories of Malthus, but are going far to 
establish the contrary. Population does not increase in geo- 
metrical ratio, for the birth-rate steadily declines, while the area 
required to feed a human being rapidly diminishes. The out- 
standing progress of the last ten decades is trifling in comparison 
with what we may still expect of the future. Scientific research, 
allied with mechanical invention, has made short work of the 
Law of Diminishing Returns, and Increasing Returns prevail in 
agriculture as in industry. Germany, for instance, has lost 
18 per cent. of her cornland and only 7 per cent. of her population. 
Yet she imports less food than before the war, and may even- 
tually begin to export it. The fact is that her chemists have 
carved a “corn province” out of the air. The bogey of 
the exhausted coalfields recedes ever farther into the distance. 
America was threatened with the exhaustion of her oil supplies 
in four years : now she may hope for several hundred years’ grace. 
Only 5 per cent. of our water power has been exploited, and with 
the winds we have not even made a beginning. As soon as one 
material fails we substitute another, at first less efficient, then as 
good, and finally better than its predecessor. Natural forces are 
pressed more and more into man’s service, and his productive 
powers increase by leaps and bounds. 

The difference in the productivity of labour in different 
countries points a moral which anyone may read. A German 
work-hour is equal to two Russian hours, but an American hour 
is worth four German hours. There seems little to be ashamed of, 
however, in the German industrial organisation, of which the 
writer draws a glowing picture. Invention, until lately a matter 
of luck and genius, has become a normal incident of business. 
Nervous energy triumphs over muscular force, a fact which, 
combined with the progressive decline of the birth-rate, is respon- 
sible for the entry of women into the labour market, and a con- 
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sequent rise of 33 per cent. in total productive capacity. Real 
wages have risen and are still rising, and the intensity of the class 
war diminishes. The “ rationaliser’’ need only have the will 
to seek, and the intellectual capacity to find the optimum point 
for every product and every market. But he must be an idealist 
too. Dr. Hirsch almost carries away his reader on a rising tide 
of enthusiasm. But we note that though he mentions the shores 
of the Baltic, he does not, like Malthus, take us to “ the confines 
of China.” There is no word of backward races, or of the teeming 
millions of the East. And only once does Dr. Hirsch allow 
himself to suggest that there may be limits. Nevertheless, the 
pamphlet, with its optimism well supported by fact and argu- 


ment, makes attractive reading. 
H. REYNARD 


Actieve Handelspolitiek: Feiten en Uitkomsten. By J. E. 
VLEESCHHOUWER. (The Hague: Martinus Nijhoff. 1927. 
Pp. xi + 251.) 

Houuanp is at the present moment enjoying an orgy of 
argument on the old question of Free Trade and Protection; or, 
to be more precise, they are discussing an “‘ Active Trade Policy,” 
since in these days Protection, for reasons which are not wholly 
obvious, apparently prefers to masquerade under an alias. On 
the Free Trade side the controversy has produced in Mr. Vleesch- 
houwer’s work a book which rises markedly above the level which 
is customary where economic argument becomes popular and 
acrimonious. Although this volume is published by the Dutch 
Free Trade Union, and the inquiry was indeed undertaken at their 
request, it is expressly recorded that Mr. Vleeschhouwer, in 
embarking on his task, stipulated that he was not to be bound to 
produce good propaganda for Free Trade. If Mr. Vleeschhouwer, 
however, had any doubts or reservations before he set his hand 
to the plough, it is clear that none now remains. Tariff con- 
troversy, as he points out, is a peculiarly periodic phenomenon, 
with as marked a periodicity as the trade cycle, and not indeed 
unconnected with that old familiar bone of contention. For 
whereas the out-and-out protectionist advocates his remedies in 
season and out of season, it is only in a period of depression that 
there is a general disposition to consider not unfavourably any 
scheme which will hold out a promise of salvation. It is doubt- 
less a just observation, but the lengthening chain, which stretches 
from sun-spots at the one end to active trade policies and safe- 
guarding at the other, is surely becoming disconcertingly long. 





310 THE ECONOMIC JOURNAL [JUNE 


The first part of Mr. Vleeschhouwer’s book is devoted to 
“‘ facts ’’; the second to consequences. In the first part there is 
a survey, of very varying length, of the position in the seven 
countries to which appeal is most frequently made in the current 
controversy. Of the position in Great Britain not much is said, 
and that little largely relates to safeguarding, as commented on 
by Mr. Hirst. The two chapters of substantial importance are 
those devoted to Switzerland and the U.S.A. Switzerland is 
apparently the country which is held up by the active-trade 
politicians as the good example which Holland ought to follow; 
but Mr. Vleeschhouwer very properly shows that Switzerland’s 
protectionism is not a recent development; and with reference to 
condensed milk, cheese and chocolate he shows effectively that 
Holland has little to regret. One point of interest on which he 
touches is the wholesale emigration of business from Switzerland. 
For the last ten years (quoting a Swiss authority) “ l’émigration 
partielle de nos industries se présentait toujours comme un 
mal nécessaire qui devait tot ou tard atteindre toutes les branches 
d’exportation ” (p. 26). How far this exodus is a “ mal néces- 
saire ’’ may be doubted; it may be merely part of the process of 
the internationalisation of all business, and the establishment of 
branches in other countries might conceivably in certain circum- 
stances be a source of strength and not of weakness to Switzerland, 
being in effect the investment of capital abroad. Mr. Vleesch- 
houwer is also of interest in his discussion of the reasons why it is 
almost impossible for Switzerland (and any similarly situated 
country of relatively minor importance) to abandon a protectionist 
policy once it has been adopted. 

From the discussion of American conditions two points of 
some interest may briefly be indicated. Mr. Vleeschhouwer 
argues against the commonly expounded view that the United 
States, by virtue of the magnitude of the area involved, should 
rather be regarded as a large self-contained Free Trade area. 
It is, however, not merely a question of the goods which pass 
over the frontier one way or the other; it is also necessary to 
consider other services and relationships. Indeed Protection, 
to be consistent, ought to prohibit the investment of capital 
abroad, and doubtless such an end is the logical outcome of 
Fichte’s ‘‘ geschlossne Handelsstaat.’”” The other suggestive 
point is that the infant industry argument, if consistently enforced, 
should be extended to provide protection against older brothers in 
the same country. But is this not in effect done when an infant 
is subsidised ? 
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Mr. Vleeschhouwer has accomplished a very careful and 
thoughtful piece of work with an admirable balance between 
theorising and fact. A special word of commendation is due in 
respect of the footnotes, which in themselves furnish a well- 
filled (and highly entertaining) armoury for the belligerent Free 
Trader. Also it is gratifying to note the frequent evidence of the 
influence of Marshall and other English economists. 

ALEXANDER GRAY 
Marischal College, 
Aberdeen. 


Co-operation in India. By Henry W. Wotrr. Second Edition. 
(W. Thacker & Co. 1927. Pp. viii + 298. Price 13s. 6d.) 


WuaTEVER the political future of India, there can be no 
doubt that the welfare and prosperity of the great mass of its 
inhabitants must depend upon the solution of certain great 
economic problems. Of these, that of agriculture is-the most 
pressing. The Census for 1921 returns the agricultural population 
as 72-98 of the whole, while further examination shows that 
280,000,000 out of a total population of 319,000,000 live in 
villages of 5000 and under. Not all these are strictly agricultural ; 
nevertheless it is true that the welfare of this vast population 
depends directly upon agriculture, while that of the remainder 
is indirectly determined by it. 

It needs no long or close study to know that this great industry 
is in an extremely backward condition and that the yield from 
the land is exceedingly small. Nor can there be any doubt that 
this yield could be greatly increased with more scientific cultivation 
and a greater expenditure of capital. But here lies the crux of 
the whole problem. Scientific cultivation means alert educated 
cultivators who are keen to try and develop new methods: 
while greater capital expenditure, whether in the form of better 
instruments and machines, or of fertilisers, is impossible where 
the mass of the people are hopelessly in debt. The Indian 
cultivator is neither alert nor educated, and in general shows an 
astonishing apathy and conservativeness to all change. Yet he 
is acknowledged to possess great skill and much patience, and is 
by no means devoid of intelligence. The seeming anomaly is, 
however, easily explained. New methods mean greater capital 
expenditure, and such capital must be borrowed at rates which 
are so onerous as to make a profit impossible, while even increased 
application of labour and the use of better seeds are of no avail, as 
any extra surplus resulting therefrom will only go to the money- 
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lender and leave the cultivator not one pice the richer. The 
solution of this apparently insoluble problem has been found in 
the development of co-operative credit and dates from 1904, 
when the first Co-operative Act was passed. The progress of the 
movement since that date has been amazing and is continuing 
at an ever accelerating rate. 

Mr. Wolff, who did much to promote the introduction of 
co-operation into India, has now published a second edition of his 
book. No one knows more than he about co-operation, and 
probably no one has a more complete understanding of the 
co-operative movement in India, so that he has produced a book 
full of wisdom and constructive criticism. The whole movement, 
in its varied development, is subjected to a searching examination 
and is tested in the light of the acknowledged principles of 
co-operation. The great danger which now confronts the move- 
ment is a too rapid growth. The country is vast and the number 
of educated and intelligent men in the villages few, so that there 
is a serious dearth of qualified teachers to instruct and help the 
cultivators when first they form their societies. The officials 
who guide and control the whole movement cannot possibly cope 
with this rapid growth alone, and have therefore been compelled 
in many activities to substitute methods which tend to sacrifice 
co-operative principles and teaching to mere mechanical effi- 
ciency. This weakness is very strongly criticised by the author, 
who insists that the most important unit in the whole organ- 
isation is the village society: that anything which weakens the 
sense of responsibility of these societies must in the long run 
destroy the true co-operative spirit. He realises that this spirit 
is still very feebly developed, but urges that this is the more 
reason for slow and sound growth. The control by the Central 
Banks he regards as a necessary evil, to be tolerated only so long 
as is absolutely necessary. The Guaranteeing Unions as at 
present developed are also adversely criticised. ‘‘ The policy 
based upon ‘ Guaranteeing Unions’ is designed to avoid the 
trouble (of personal credits as contrasted with credits based upon 
security of a tangible nature) referred to, by substituting a col- 
lective guarantee.” He even doubts if the guaranteeing societies 
will be equal to their guarantees. A very reasonable doubt. 

Mortgage credit is discussed, with its difficulties and dangers. 
Mr. Wolff does not consider that this kind of work should be 
undertaken by the present societies, but advises that whatever 
system of mortgage credit may be devised, it should ‘“ not (be) 
allowed to branch over into personal credit. ...” There are 
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also chapters on Non-Agricultural Credit and on Grain Banks. 
Enough has been said, however, to indicate the nature of the 
book and of the criticisms of the author, who on the whole is 


satisfied with the progress made. 
W. S. THATCHER 


De danske Landbrug fremstillet. para Grundlag af Forarbejderne til 
Christian V’s Matrikel, 1688. By Henrik PEDERSEN. 
(Copenhagen. 1928.) 


Tuts is a remarkable posthumous volume by a prominent 
Danish economist and statistician who made it his life’s work to 
study the history of agriculture, and whose deep insight in this 
subject was appreciated by such authorities as the late Professor 
Ashley, who had consulted him on several points of Danish 
history. Unfortunately it is not accompanied by an abstract in 
English, French or German, which might make ie results 
accessible outside of Scandinavia. 

Undoubtedly the public archives in many countries have on 
their shelves much valuable statistical material which can throw 
light on social and economic conditions in past centuries. The 
Scandinavian countries are not behind in their efforts to make 
these treasures accessible. This will be the case with an interest- 
ing Norwegian census of 1662; Iceland had a census 1703, with 
nominal lists, which are going to be published, and Mr. Pedersen’s 
work gives a picture of Danish Agriculture in the latter part of 
the seventeenth century, a period in which the old village com- 
munity was still dominant. 

The Matrikel is a complete register of all farms, houses and 
mills in the rural districts, which was meant to serve as basis for 
taxation. All arable fields were carefully surveyed and classified, 
and a somewhat less detailed description of the other lands was 
worked out. This register was treated by the author, the result 
being some highly interesting statistical tables from which many 
important conclusions can be drawn. It was Mr. Pedersen’s 
intention that his work should contain an analysis of the tables, 
and various valuable papers on the subject show how rich a source 
of knowledge he had opened. Unfortunately death prevented 
him from writing this analysis. But even as it is, any reader who 
will try to master the Danish headings of the tables, after some 
turning over of the leaves of the dictionary, will find to his satis- 
faction how much he can learn from this volume about social and 
economic conditions in Denmark in those remote times. 

HaRALD WESTERGAARD 
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Justice and Administrative Law. By W. A. Rosson. (London : 
Macmillan & Co. 1928. Pp. xviii + 346. 12s. 6d.) 


THE change which came over public opinion towards the end 
of the nineteenth century, the abandonment of the presumption 
against State intervention in economic affairs, the progressive 
limitation of the rights of the individual, the character and the 
scope of the legislation which this change has produced—all this 
is familiar to most of us. Few people, however, realise the 
influence exerted upon the legal and constitutional framework of 
Great Britain by the vast extension of State activity witnessed 
during the last fifty years. The increase in social legislation has 
been accompanied by an increase in the power of the executive. 
The functions of the executive are growing at the expense of the 
other powers of the State. The policy of a Government which 
runs into intricate details of Housing or Health Insurance cannot 
be administered adequately, unless wide legislative authority is 
conferred upon the departments concerned with its execution. 
Competent observers (e.g. Mr. Cecil Carr) have emphasised the 
growth and the significance of delegated legislation. But the 
increase in the power of the executive takes another form, and 
one which has received less attention than it deserves. The 
extension of State activity has forced the executive more and 
more to assume judicial functions in the course of its administra- 
tive work. There is a demand (so it is alleged) for a technique 
of adjudication, better fitted to respond to the social requirements 
of the time than the elaborate and costly system of enforcement 
by litigation in the Courts of Law. There is a demand for a new 
type of justice which shall be less like ‘‘ a system of hands off 
while individuals assert themselves freely,’ and more like “a 
social institution existing for social ends.’ It is to supply this 
demand that the various administrative tribunals have been 
established. 

By statute after statute, Government departments have been 
vested with a power of giving decisions without any appeal to the 
ordinary Courts. The present tendency is to exclude the Courts 
of Law from jurisdiction and remove judicial control by making 
the executive judge in its own cause. The executive is escaping 
from the “ Rule of Law.’”’ The following cases—a few selected 
from many—show how issues have been removed from the 
cognisance of the Courts and Administrative Law introduced into 
Great Britain. 

Efficient administration of the Housing Acts demands judicial 
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condemnation of improper houses by those who administer such 
Acts. Under the Housing Acts the Ministry of Health is made 
the appellate body in regard to a whole series of important matters 
closely affecting the rights of owners of slum property and work- 
men’s dwelling-houses. The Minister, in regard to any matter 
brought before him on appeal, ‘‘may make such order in the 
matter as he thinks equitablé,”’ and his decision is then binding 
and conclusive on all parties. Under the National Health 
Insurance Act, 1924, if the Minister of Health after inquiry “ is 
satisfied that the continued inclusion in the list of any medical 
practitioner would be prejudicial to the efficiency of the medical 
service of insured persons,” he may remove his name from the 
list. Against the decision of the Minister there is no appeal 
whatever. Moreover, the Minister inflicts monetary penalties 
“which are not directly authorised by the Act, but which are 
indistinguishable from ordinary punitive fines.” A similar 
jurisdiction is exercised by the Minister over persons, firms and 
bodies corporate supplying drugs, medicines and appliances for 
the use of insured patients. But the judicial powers given to the 
Minister under Section 107 of the National Health Insurance Act 
are the most remarkable of all, though space unfortunately 
forbids their enumeration. The Board of Education exercises 
wide powers of jurisdiction. It is, for instance, the final authority 
for deciding almost any question which arises between the Local 
Education Authority and the managers of the non-provided 
schools. The Section 3 (3) of the Education Act, 1921, definitely 
ousts the jurisdiction of the Courts in questions which might be of 
considerable significance to the public. 

Under the Roads Act, 1920, appeals in regard to the granting 
of licences may be made to the Minister of Transport. He can 
make whatever order he thinks fit. This order is final and 
enforceable and is not to be brought up for review before any 
Court. Under the Electricity (Supply) Act, 1926, the Minister 
was made the adjudicating authority in regard to a whole series 
of matters; some of great importance. 

By some authorities (notably by Professor Morgan) these 
inroads upon the preserve of the judiciary are viewed with grave 
suspicion. The new conceptions of public welfare, however 
desirable in themselves, seem to involve dangerous constitutional 
developments. “The executive have overstepped the line 
which delimits the sphere of the executive and the judiciary.” 
“There is a growing arbitrariness of temper on the part of 
Government departments which is in flagrant contradiction with 
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the most elementary principles of justice.”” ‘‘ Government officials 
claim the right to act without regard to legal principles and 
without appeal to any Court.” 

To Mr. Robson, on the other hand, the break-away from the 
“ Rule of Law,” the emergence of a definite body of Executive 
Justice is far from unwelcome. The object of his book is to 
maintain that there is no inherent reason, if due care and foresight 
are exercised, why Administrative Law should be unfitted to 
take its place side by side with the Common Law and Equity 
and Statute Law in the constitutional firmament of the English 
governmental system. Moreover, the ends accomplished by 
Administrative Tribunals are socially desirable and compare 
favourably with the selfish individual claims based on absolute 
legal rights to which the formal Courts are so often forced to lend 
an ear. Mr. Robson has produced a most interesting book. 
The subject, however, is of such importance that it requires an 
investigator of riper judgment and wider experience than Mr. 
Robson seems to possess. 


J. LEMBERGER 
The University, 


Belfast. 


The Making of a Chemical. By E. I. Lewis and G. Kine. 
(Benn. Pp. 288. 12s. 6d.) 


Tuts is a book for economists and economic students to have 
and use often as a study in the application of principles. Apart 
from its technical treatment of production, it has a vivid touch 
in its exposition of broader economic requirements and con- 
ditions, such as the training preparatory to business, the costing 
of manufacture and sale, and management. The authors both 
know their subject, and know about it. Few books of this kind 
are so full of maxims, judgments, and verification tests for the 
theorist. An industry more specialist than most in its technique 
thus furnishes a handbook of unusual clearness and interest. 

Preparation depends more on the mastery of the simple 
principles of chemistry than on much knowledge of special 
chemistry; “all the simple questions are important all the time 
in every chemical works.” The chemist is advised to knoy pure 
mathematics, and of course modern languages, but special stress 
is laid on the accomplishment of “ presenting his reports in 
English rather than in chemistry,” of being the master of detail 
rather than the slave of jargon. There is safety in the liberal 
education; ‘the relative importance (to the works chemist) of 
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the subjects he studies in college and university cannot be 
foreseen.” 

The chapters on manufacture and cost include many com- 
ments that bear on well-known theoretical points regarding the 
short price and its share of supplementary costs. That on 
management is written round the text that “‘ the characteristics 
of a good manager are those of any gentleman.” But also from 
all over this book, even from some of its many technical chapters, 
one may collect both the statements and the impressions which 
show that thoughtful business men and economists are usefully 
penetrating each other’s sphere. 

D. H. MaceREecor 


Industrial Combinations and Public Policy. By M. W. Watxrys. 
(Houghton Mifflin Company. Pp. 331.) 


Tus volume is an extremely well-written review of the main 
aspects of the Trust movement. In his discussion of the econemics 
of the question, the author recognises certain objective conditions 
which are special to the United States, the general effect of which 
has been to create conditions of comparative industrial stabilisa- 
tion, and thereby relatively to limit the scope of pioneer com- 
petition; these are the ‘‘ vanishing of the frontier,’ the fall of 
the rate of interest over a long period, and the development of 
transport. This comparative limitation of new outlets, as a 
country gets older, turns business initiative into lines of higher 
organisation. But this implies that subjective motives are 
fundamental, the objective conditions causing the diversion of 
profit-making into the new channels. The author amplifies this 
point of view by an examination of the “ alleged economies ”’ of 
combination, of which he is critical; and by an examination of 
the “tactical advantages ”’ which it is open to monopolistic 
power to use. His diagrammatic exposition of competitive and 
monopolistic price-making in relation to the common welfare is 
on well-known lines, but is a useful summary for students. In 
the latter parts of his book he reviews some important industries 
which have become concentrated, and proceeds to consider public 
policy. A thorough discussion of alternatives leads him to 
conclude that it is wisest to develop and strengthen the policy 
of supervision and publicity as now administered by the Federal 
Trade Commission. The main limitation is that the discussion 
is based on American conditions and methods, so that Cartels are 
outside the author’s purview, with all the new phases and problems 
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which their extension has created. But, on its own ground, it 
is a helpful and welcome addition to the literature of the subject. 
D. H. Macerecor 





Human Nature in Business. By F. Creepy, M.I.E.E. (London: 
Ernest Benn, Ltd. 1927. Pp. 345. Price 12s. 6d.) 


THis book belongs to that somewhat curious but growing 
tribe of works on economics written by those who are engineers 
by profession. It shares with others of its kin a certain dis- 
cursiveness and a peculiar naiveté, thanks to which its author 
finds out all over again what a number of people have found out 
and recorded before him. It does, indeed, seem rather odd that 
at this stage in the world’s history Mr. Creedy should have to 
write a long and somewhat tedious description of the working of 
the economic system (how goods are passed from manufacturer to 
wholesaler and thence to retailer, and how they are financed 
by banker and so on, complete with diagrams) for the express 
reason that he cannot find that anybody else has already done 
this satisfactorily. It is strange, too, to read that a “ reference 
to standard economic treatises such as those of Mill and Marshall 

. entirely fails to reveal any discussion of the items known 
to commercial men as overhead charges ” (p. 134). It must have 
been a very casual reference. 

It appears that Mr. Creedy’s chief purpose in writing this 
book is to denounce bysiness secrecy. This is salutary enough ; 
but it would have been more effective if it had been disentangled 
from pages of rather absurdly general generalisations about the 
mentality of the ‘‘ working” classes and of the “ middle and 
upper ’”’ classes. In the middle-class home, we are told, the 
qualities of self-control, mental concentration and forethought 
are implanted. In the “labouring class” “discipline” is 
“Jax.” “The contents of an unskilled labourer’s mind are 
usually confined almost entirely to the knowledge necessary to 
enable him to carry out his daily routine.” ‘In a somewhat 
higher grade, the favourite subject for discussion among the men 
is politics.” 

Mr. Creedy deals fully in his description of the industrial 
system with the business of saving and investment and with 
banking. Sometimes he puts things rather neatly, as when he 
observes that “if saving is to be possible, the labour of a portion 
of the community must be sufficient to supply the whole of 
the community with consumables.”’ But considerable sections 
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of the book read as if the author had published his notebooks 
instead of his book (e.g. pp. 208, 214). Moreover, Mr. Creedy, 
though generally reasonable about banks, has one underlying 
idea which seems to call for more justification than he gives it, 
viz. that “It is solely (italics original) . . . the difficulty which 
the promoter of business enterprise finds in proving his case to 
thé banker and establishing -beyond doubt that he can offer 
Security of Repayment that limits business and checks employ- 
ment.” That many cases are unprovable does not seem to worry 
Mr. Creedy; for he thinks that unemployment would be abolished 
if an elaborate Economic Survey and a Central Economic Council 
were established to investigate all the promoter’s ideas and 
(presumably) to carry them into execution with greater credulity 
than will their present arbiters, the bankers. 

If Mr. Creedy would write a book on publicity in business and 
that alone it would probably have much greater value than the 
present volume. He should also on the next~occasion avoid 
quoting long passages from other works without mentioning 
their titles, or even in some cases their authors. 

BaRBARA WOOTTON 
University of London, S.W. 


Money. By Harttey Wituers. (London: Ernest Benn, Ltd. 
1927. Pp. 80. 6d.) 


Trade. By Str Ernest J. P. Benn. (London: Ernest Benn, 
Ltd. 1927. Pp. 80. 6d.) 


THE student who sees the word “ Money ” and the name of 
Mr. Hartley Withers may be disappointed to find no more than a 
specimen of Benn’s Sixpenny Library, designed to introduce the 
general reader to some simple economic truths. Mr. Withers begins 
with an account of what money does, describes the two essential 
qualities of acceptability and stability, and shows how we have 
passed from the use of coin to bank-notes and ultimately to 
cheques and bank credits. He reviews the outworn controversy 
on Bimetallism, discusses the rise and fall of prices, and finally 
argues that a gold standard is indispensable. Incidentally he 
defends the international banker, whom he describes as a “ race of 
very cautious and rather sensitive people with a high sense of what 
is due to and from their position, and above all conscious of the 
responsibility involved in it.” The fears entertained in some 
quarters of “‘ sinister financial influence ”’ are treated with gentle 


and tactful ridicule. It is perhaps hardly necessary to state that 
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the book is lucid and readable, but it attempts too much in the space 
at the writer’s disposal. The description of the Money Market 
under the attractive title “From Gold to Gold Paper,” and of 
the foreign Exchanges in the chapter headed ‘“ Acceptability 
Abroad,” are insufficiently explicit for the novice, while the busi- 
ness man who is familiar with the practical aspect of the subject is 
likely to find the treatment inadequate and a little disappointing. 

Sir Ernest Benn’s T'rade preaches an all but forgotten gospel of 
Individualism in simple language and forceful, convincing style. 
He shows how the intricate and complicated processes of trade are 
automatic, without conscious organisation, and yet so sensitive 
that, provided we refrain from tampering with them, they will 
respond, and respond increasingly, to every human need. It 
appears to be Adam Smith’s “ hidden hand ”’ without recourse to 
any divinity in the background. The explanation lies in the 
simple fact that the failure to do good work, 1.e. to supply the 
public with what it needs, brings its own penalties. According to 
Sir Ernest, all our present troubles are due to our confusion of trade 
with politics, and our unnatural attempts to put the producer in 
a superior position to the consumer. He illustrates our departure 
from sanity by our railway policy, and predicts that the break- 
down of the railways will be the next big industrial crisis. “ We 
must stand in the market-place to be hired, or, alternatively, we 
must stand in queues at the shop door to be rationed.” The 
treatise ends, however, on a note of cheery optimism, an admoni- 
tion “ to get on with the job.” If the economic truths dealt out 
are a little over-stated, and some of the deductions more than a 
trifle hasty, there is nevertheless much in the book which the 


reader can accept with profit. 
H. REYNARD 























NOTES AND MEMORANDA 


THE AMALGAMATION OF THE BritisH Note Issvzrs! 


THE Chancellor of the Exchequer announced in his Budget 
statement that the conditions to be proposed for the amalgama- 
tion of the Treasury and Bank of England note issues would 
provide a “ greater elasticity ’’ than hitherto. The expectations 
thus raised are disappointed by the terms of the Bill lately 
passed into law. 

At present the combined fiduciary issues of the two sets of 
notes is £264,685,000, and, since this total depends only on a 
Treasury Minute, it is capable of being revised by the Treasury 
without an alteration of the law. The new Bill reduces the 
fiduciary total to £260,000,000, and retains, in effect, the pro- 
vision for increasing this by Treasury Minute, though with 
limitations on the length of time for which such a Minute can 
remain in force. The reduction of the fiduciary issue may be 
compensated by the return of notes from Ireland. But in any 
case the elasticity of the issue is not increased, as compared with 
the existing state of affairs. Since there has been so far almost 
no public discussion to elucidate the principles which ought to 
govern the gold reserve in modern conditions, it may be opportune 
to open the debate. 

Formerly the gold reserve was held partly to provide for an 
increase in the number of sovereigns circulating within the 
country—namely, the ‘internal drain,” and partly to meet 
fluctuations in the balance of international payments—namely, 
the ‘‘ external drain.”” The Act of 1844 was mainly concerned 
with the first. It was directed to the obviously desirable purpose 
of preventing a change in the composition of the internal circula- 
tion from having any tendency to change its quantity. More- 
over, at a time when most payments were effected by means of 
notes, an expansion in the note issue was a fairly reliable indicator 
of an expansion in credit. As time went on, however, cheques 
gradually superseded notes for most business purposes, and 
provision against the external drain grew steadily in importance 


1 The greater part of this article was published in The Times, May 12, 1928, 
and is reproduced here by permission of the Editor. 
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as compared with provision against the internal drain. But up to 
the War no change was made in the law. Since the War we have 
finally abandoned the use of sovereigns in circulation, so that the 
internal drain is now non-existent. Thus both the conditions 
which the old system was designed to meet have passed away ; 
and it would, therefore, be an extraordinary coincidence if this 
system were, nevertheless, to need no amendment. 

The active note circulation—i.e. excluding notes held by the 
Joint Stock Banks as a part of their reserves—is now exclusively 
employed for petty cash and for the payment of weekly wages; 
while the Bank of England’s gold reserve is exclusively required 
to meet the fluctuations in our international account, which 
depend partly on the balance of trade, but mainly on our huge 
international banking and investment business. In these changed 
circumstances it is no longer reasonable to provide that the 
amount of gold available for the latter purpose should depend 
on the amount of notes required for the former. For there is 
very little direct connection between the two. 

The right level of bank rate and the right volume of bank 
credit are highly complex questions which cannot be determined 
by a rigid formula laid down by Parliament years in advance. 
Yet a legal formula connecting the gold reserve and the note 
issue is in fact nothing but a crude and obsolete method of 
attempting to do this. A loss of gold abroad generally indicates 
that money rates in London are not quite high enough compared 
with similar rates elsewhere, or that we are investing in excess of 
our savings. It very seldom indicates that the internal note 
issue should be correspondingly curtailed. Nor indeed is it 
practicable for the Bank of England—since it has no power to 
reduce wages—to curtail the active circulation appreciably, 
except by inaugurating a credit policy which deliberately aims at 
creating unemployment as a first step towards lower wages. 
Indications that the Bank of England will be well advised to 
protect its reserves by raising the bank rate or curtailing the 
volume of credit are to be found, as everyone knows, in a variety 
of symptoms, of which in modern conditions the volume of the 
note issue is one of the least important and—what is most serious 
in an indicator—the latest to develop in point of time. To 
compel the Bank of England to measure its margin of safety by 
the volume of the note issue is, therefore, to compel it to pay more 
attention to a particular symptom than the Bank, left to itself, 
would deem reasonable, and to do something which to its own 
untrammelled, judgment seems unwise. In particular, when 
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employment is reviving and the wages bill increasing, such a 
provision has the effect of putting pressure on the Bank of 
England to terminate the reviving prosperity, even though the 
Bank, left to itself, may see no reason in the world for doing such 
a thing. 

What, then, is the right method, if any, of regulating the 
amount of the gold reserve? In a sense it is foolish to lock away 
any of our gold so as to prevent its being used. As a means of 
providing against a shortage of gold, it is analogous to the famous 
regulation of a German municipality to provide against a shortage 
of cabs—namely, that there must always be at least one cab on 
every rank. Nevertheless, there is much to be said in favour of 
holding against extreme emergencies an ultimate reserve which is 
not available for use in any ordinary circumstances. The rational 
procedure, by whatever rubric one may enforce it, is to divide a 
country’s gold reserves into two parts, one part of prescribed 
amount being set on one side against extreme emergencies, and 
the other part, the amount of which would be left to the judgment 
and the discretion of the Central Bank, being freely available to 
meet daily needs. That is to say, the law governing the gold 
reserve could be extremely short, and might run :—‘‘ The Gold 
Reserve of the Bank of England shall not fall below £2.” 

An alternative way, however, of arriving at the same result is 
to maintain, in deference to tradition, a formula connecting the 
gold reserve and the note issue, but to take care that it shall be of 
such a character as to be inoperative in all ordinary circumstances. 
Such a provision may even have value as an ultimate check against 
grave abuses. This is the present position in the United States, 
where the gold reserves actually held are three or four hundreds 
of millions sterling above the legal minimum. We could produce 
the same sort of result here, without appearing to depart too 
seriously from tradition, by fixing the maximum of the fiduciary 
issue at a sufficiently high figure. 

Our present stocks of gold are about £160,000,000. But this 
is the favourable season of the year, and a few months ago they 
were £8,000,000 less. The aggregate note issue varies, at the 
present level of employment and wages, between £370,000,000 and 
£380,000,000, according to the season of the year. With a 
fiduciary issue of £260,000,000, as proposed, and a note issue of 
£370,000,000, we should have £110,000,000 of gold locked up and 
£50,000,000 available for use. If the autumn season drew 
£10,000,000 of gold abroad (which might happen for the most 
trivial reasons) and the Christmas season drew £10,000,000 more 
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notes into circulation, we should have £120,000,000 of our gold 
locked up and £30,000,000 available for use. A combination of 
reviving trade, good wages, and a holiday season is easily capable 
of raising the note issue to £400,000,000. In this case, assuming 
a gold stock of £160,000,000, the Bank of England’s reserve would 
fall to £20,000,000. Prima facie, such an arrangement is extremely 
imprudent—even though there be a possible recourse to a Treasury 
Minute. Can we suggest a better arrangement ? 

In the first place, is there really any need to lock away so much 
as £110,000,000? I suggest that £75,000,000—which is double 
the total pre-War gold stock of the Bank of England—would be 
plenty on any reasonable criterion, having regard to the import- 
ance for the world at large of economising the amount of 
immobilised gold. This would leave £85,000,000 in the Bank of 
England’s reserve—a figure which would enable it to face the 
world with considerable confidence. 

In the second place, is it safe for the Bank of England to 
operate with a reserve of £50,000,000, which it would take very 
little to reduce to £30,000,000? This amount is surely wholly 
inadequate for its responsibilities. Since the Bank obviously 
cannot allow its free reserves to sink to the neighbourhood of 
zero, these figures mean that it cannot afford in practice to lose 
even £20,000,000 of gold without considerable anxiety. Yet it is 
of great importance to industry that the Bank should be free to 
lose fully this sum, and better if it could lose double this sum, 
without being necessarily compelled to upset the basis of domestic 
credit. 

We transact a foreign trade (imports and exports together) 
approaching £2,000,000,000 a year. A fluctuation of 1 per cent. 
in our imports represents £11,000,000. In addition, London is 
the centre of a large foreign investment market, having a vast 
weekly turnover with foreign countries, the magnitude of which 
it is impossible even to estimate. And further, we are carrying 
on a gigantic international banking business with liquid foreign 
balances, withdrawable at short notice, probably exceeding 
£200,000,000, and very possibly approaching £300,000,000. (We 
do not even know for certain within a margin of, say, £100,000,000, 
how large a business it is.) The Bank of France alone is reputed 
to hold more than £100,000,000 in London. Now a mere breath 
of wind might diminish these foreign balances by 10 per cent., 
or, say, £20,000,000; for they have shown themselves capable 
of increasing by such an amount within a very short period. In 
short, we are conducting this business on an altogether inadequate 
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margin, and, even as it is, it has required all the bluff, cajolery 
and prestige which our authorities can command to get along 
as well as we have. At any moment, therefore, the expansion of 
production and of employment will be liable to be interfered with 
by mainly irrelevant considerations arising out of our international 
banking business. I do not doubt—let me add—the ability of 
the Bank of England to protect itself even with the small margin 
proposed. But I doubt its ability to protect itself without 
sometimes enforcing a contraction of credit injurious to home 
industry. 

Nevertheless, our total gold reserves of £160,000,000, more 
than four times the pre-War figure, are very substantial—if only 
we could use them. Is it not asking for trouble to lock up more 
than two-thirds of this outside the Bank of England’s reserve, 
and to publish less than one-third as our actually available assets ? 
For this is not a question of how much gold we actually hold— 
it is solely a question of how much we publish to the world as 
available at call. It is an odd mentality which seeks simultan- 
eously to enlarge our international business and to diminish both 
our actual and our ostensible strength to meet its inevitable 
fluctuations. It is also peculiar to associate any further release 
of gold with a public declaration of weakness on the part of the 
Bank of England—which is exactly what in such circumstances 
one would wish to avoid. 

The proposed arrangement means, moreover, that London will 
be competing with New York for the world’s banking business 
on very unequal terms. Our net annual surplus available for 
new foreign investment is still very nearly as great as theirs. 
The international business we do is in some respects greater, and 
in the holding of foreign balances perhaps one half of theirs. But 
our free gold reserve is only about one-eighth. It means nothing 
to them if their international customers take away £20,000,000. 
Indeed, they did take away approximately that sum last April, 
and nearly as much last March. Apart from previously ear- 
marked gold, the Federal Reserve Banks have lost some 
£60,000,000 in recent months without turning a hair. We cannot 
aspire, indeed, to this degree of strength. But we need not put 
ourselves under unnecessary handicaps. Foreign banks will 
assuredly hold their balances in the long run in centres from which 
they can rely on removing them at short notice without questions 
asked. 

One point of the first importance, which might easily be over- 
looked, remains for mention. Not the whole of the existing note 
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issue is in active circulation. A substantial, but unknown, 
proportion—perhaps nearly £100,000,000—is held by the joint 
stock banks. Some of this is indispensable till-money; the 
rest is a part of their reserves, which might just as well be held 
in the form of deposits at the Bank of England. In the event 
of stringency arising, it would be easy for the banks, either on 
their own initiative or at the suggestion of the Bank of England, 
to pay in, say, £30,000,000 in notes to the credit of their deposits. 
This would leave the reserves of the joint stock banks unchanged, 
but would increase the reserves of the Bank of England by the 
amount paid in. The point illustrates what a farce the proposed 
Bill may be as a means of regulating our affairs. It removes the 
real discretion away from the Bank of England to the joint stock 
banks, who, within wide limits, can make the reserves of the 
Bank of England what they choose, according as they hold their 
own reserves in the shape of Bank of England notes or Bank of 
England deposits. Nevertheless, if the joint stock banks were 
to take this course, it would not only defeat the objects, if any, 
of the Bill, but would also partly meet the criticisms made above. 
Not completely, however. It would still be better if the Bill were 
simply to read :—‘‘ The gold held by the Bank of England shall 
not be less than £75,000,000”’; or, alternatively, if the fixed 
fiduciary total were put at not less than £300,000,000. 

The debate on the Bill in the House of Commons brought to 
light another point of some importance which is not obvious at 
first sight. Sir L. Worthington-Evans pointed out that an 
amendment proposed by the Labour Party to increase the fiduciary 
note issue by £15,000,000 would have the effect of reducing the 
securities held in the Banking Department by £15,000,000 and 
therefore of reducing the Bank’s profits by (say) £600,000. 

This is quite correct under the terms of the BiH}; though Sir 
Laming did not point out that the securities in question would be 
sold, not to the public, but to the Issue Department, with the 
result that the Treasury would gain an equal sum. For an 
increase of the fiduciary issue by £15,000,000 would involve a 
transfer of £15,000,000 in cash from the Issue Department to the 
Banking Department, and a transfer of £15,000,000 in securities 
from the Banking Department to the Issue Department. The 
former transfer would strengthen the Bank’s reserve of free gold ; 
but the latter transfer would mean that the Treasury instead of 
the Bank would receive the interest on the securities. Sir Laming’s 
point could, of course, easily be avoided by limiting the profit of 
the Treasury to the interest on £260,000,000. But under the 
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Bill as drafted the Bank has a financial interest in fixing the 
fiduciary issue as low as possible, because it is the amount of the 
fiduciary issue which fixes the Treasury’s share in the profits of 
State Banking. We have here, therefore, the first rational 
explanation yet given of why the Bank desires a level of the 
fiduciary issue which so greatly weakens the strength of its 
international position. The*larger the Bank’s reserves the 
smaller its profits. The Bank would like to have larger reserves ; 
but it would also like to have larger profits. The present Bill 
represents the point of equilibrium in the Bank’s mind between 
these conflicting advantages. 

Now this discloses a further fault inherent in the present 
arrangements. It is most desirable that the Bank of England 
should earn adequate profits; for the Bank ought to be free to 
pursue the right policy regardless of the effect on its profits. 
But under the terms of the new Act, to raise the Bank’s reserves 
to a really comfortable figure would, as Sir L. Worthington- 
Evans justly pointed out, have a serious effect on its profits, and 
might, if it were effected by increasing the fiduciary issue, raise 
the Treasury’s share to an excessive figure; though at present 
no one, not even the Chancellor of the Exchequer, has any means 
of knowing whether the Bank’s profits are or are not adequate, 
since (unlike most other State Banks) the Bank of England’s 
true profits are kept a dead secret. 

Is not all this rather absurd? Why should not the Bank of 
England have both adequate reserves and adequate profits ? 
We have plenty of gold and plenty of profit from the currency. 
But we have tied ourselves up in such a peculiar way that we can 
only assign profit to the Bank of England by taking gold away 
from its reserve and locking it up in the Issue Department where 
it cannot be used. Thus the whole question requires reconsidera- 
tion and is eminently a proper subject, as Mr. Snowden argued, for 
inquiry and report. 

The Bank of England has evidently thought that the best way 
to burke discussion is not to allow the slightest change in out- 
ward forms, however obsolete and inconvenient. This is a great 
mistake. Besides, why should the Bank fear discussion? We 
do not want to be governed by masked men in false beards mutter- 
ing Mumbo Jumbo. But every wise reformer knows that the 
strength, prestige and independence of the Bank of England are 
the corner-stones of a sound credit system in this country. 
Adequate profits, adequate reserves, adequate knowledge and 
adequate freedom from interference by “ interests” political or 
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financial are the necessary conditions of successful management. 
But the Bank will not, in the long run, increase its prestige or 
secure its future or avoid suspicion by putting forward a case 
which will not stand ten minutes’ expert cross-examination, 
whilst its real reasons and motives, however praiseworthy, remain, 
like its profits and its statistics, secret and unavowed. 

The following table, lately compiled by the United States 
Federal Reserve Board, of the principal gold stocks held by Central 
Banks and Governments at the end of 1913 and of 1927 
respectively, may be useful in guiding our sense of proportions :— 





1913. 1927. 
£ million. £ million. 





United States. 5 ; ‘ ‘ 818 
Great Britain B : f ‘ F ) 153 
France . A ‘ ‘ 146 
Japan ‘ ; ; ; : 

Spain 

Argentine . 

Germany 

Italy . : 2 : 
Total for all countries . 











Thus the general withdrawal of gold from circulation has 
strengthened the Central Banks of the world about in proportion 
to the rise of prices and the growth of business. The risk of a 
future shortage of gold need not, therefore, be acute—unless we 
ourselves adopt, and encourage others to adopt, the short-sighted 
policy of locking away too much of it out of use, thus leading to 
brisk competition between the Central Banks each to secure for 
itself an adequate margin out of the inadequate total which 
remains. 

J. M. Keyyezs 





OFFICIAL PAPERS 


Municipal Savings Banks. (Cmd. 3014. 1s. 3d). 


Tuts is the Report of a Committee appointed in 1926, with 
Lord Bradbury as Chairman, to consider whether an extension of 
municipal savings banks is desirable. They were authorised by 
an Act of 1916, for purposes of war finance, in boroughs of a 
minimum size, with the guarantee of the rates, under prescribed 
regulations as toinvestment. Only in Birmingham was advantage 
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taken of the Act, and of a subsequent extension by Special Act in 
1919, this city having in 1927 a bank with 40 branches, depositors’ 
balances of nearly eight millions, and 226,000 separate accounts. 

An interesting part of the present Report is the survey of 
existing facilities for thrift. When allowance is made for the 
value of money, total deposit balances in these agencies increased 
in 1926-7 over 1913-14 by 16 per cent., from 376 to 435 (740) 
millions, and in addition 500 millions were in Savings Certificates. 
The distribution between classes of depositors is not accurately 
known; but the Report concludes that the extent of other 
agencies is such that a new system of banks would to a very large 
extent only divert savings. It is estimated that only 25 per cent. 
of the Birmingham deposits represent new savings, and in that 
city there is no Trustee Savings Bank. 

The Committee is critical of the proposal for extension on the 
permanent ground of the nature of the banking risks, and on the 
temporary ground of the conditions of national finance as they 
may be affected by diversion of Post Office and otherfunds. As to 
the first point, since funds would largely be lent to the muni- 
cipality, the risks of borrowing short and lending long would be 
specially great, for municipalities cannot give the same final 
guarantees as the Treasury, while if there is proper liquidity the 
margin available for municipal finance will not be large. The 
dependence of a municipal bank on the conditions of perhaps one or 
two local industries has also to be remembered. The whole credit 
system might be weakened by the extension of banks with these 
special liabilities. The second point relates to the problems of the 
national debt in the next ten years. The rate of interest for 
everybody, and the public credit, will be unfavourably affected if 
the Government is forced to borrow resources now continuously 
available. The Committee is therefore against an immediate 
extension of municipal banks, and is doubtful, on general grounds, 


of their utility. 
D. H. M. 





Customs Regulations and Procedure in Great Britain and Northern 
Ireland. (Stationery Office, 1927. 1s. 6d.) 


TuHis is an important handbook, including chapters on the 
Customs Service; the Customs Law; Formalities on Importation 
and Exportation; Duties, Prohibitions, Drawbacks, Restrictions ; 
the Coasting Trade. It is much more than a technical manual. 
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Commissioners of Inland Revenue: Seventeenth Report, Year 
1926-7. (Cmd. 2989. 2s.) 





Reports of the Imperial Economic Committee. Eighth Report : 
Functions and Work of the Imperial Economic Committee. 
(Cmd. 3018. 6d.) 


AN outline of the history of the Committee, and of its relations 
to the Empire Marketing Board; also of the administration of the 
grant of a million pounds per annum, in fostering the idea of 
“‘ voluntary preference,” by propaganda, publicity, and research. 





Overseas Official Publications. Edited by the Librarian, Royal 
Colonial Institute. Price 5s. per annum. 


Tuts is the only bibliography of official publications in the 
overseas British Empire, and is issued quarterly, since April 1927. 





Estonian Finance and Trade. Published by the Eesti Pank. 


A SELECTION of articles from the Economic Bulletin of the 
Bank of Estonia, published on the occasion of the tenth anni- 
versary of the Republic, and presenting authoritative information 
regarding the material and cultural progress achieved by Estonia 
in the first decade of her independent existence. 





Soviet Union Yearbook. Third issue; 1927. (Allen and Unwin: 
7s. 6d.) 


THE economic development of the Union; with maps and 
diagrams. 





Report on an Inquiry into Middle-class Family Budgets in Bombay 
City. Prepared by the Labour Office, Secretariat, Bombay. 
1s. 9d. 


Tuts Report is supplementary to that published in 1923 on 
an inquiry into working-class budgets in Bombay. It is based 
on about 1300 budgets, of persons having fixed and ascertainable 
incomes. The results are tabulated to show, as income increases, 
a percentage decline in expenditure on food, fuel and lighting, 
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and rent; a nearly constant percentage in respect of clothing 
and household necessaries; and a rapid increase in the “ mis- 
cellaneous”’ group, containing luxury articles, and provident 
funds. 





Report of the Java Bank. (Weltevreden: 1928.) 


On January 24, 1928, the Central Bank of Java celebrated its 
centenary. The important position which the Bank now occupies 
in the financial and economic life of the Netherlands East Indies 
has not been obtained without a struggle. 

In the first two decades after its establishment the Bank had 
to contend with a wholly disorganised currency due to the issue 
of excessive amounts of copper coins. Moreover, this period was 
characterised by an unsound credit policy encouraged by inade- 
quate provisions relating to the note issue. Consequently, in 
1840 the Bank had to suspend the redemption of its notes. 

The Governor-General Rochussen restored order in 1846 by 
placing the currency system on a sound basis. He created a new 
paper currency, the so-called “‘ recepissen ”’ (receipts), issued by 
the Colonial Government, which was established in a fixed relation 
to the currency unit of the Netherlands, where the silver standard 
then prevailed. The Colonial Government stated its willingness 
to give drafts on the Ministry of the Colonies at the Hague, in 
exchange for these receipts, at a fixed rate, payable ten months 
after date, in Netherlands currency. This measure has been the 
first practical application of a (silver) exchange standard policy. 

Provisionally, the notes of the Java Bank were made redeem- 
able in these “ recepissen ”; at the same time a maximum limit 
for the note circulation was introduced, to be fixed by the 
Governor-General. 

The Colonial Coinage Law of 1854, modelled on the Nether- 
lands Coinage Law of 1847, put the currency system on a silver 
standard basis; the limping standard on a gold basis, which now 
prevails, was introduced in the Netherlands in 1875 and in the 
Netherlands East Indies in 1877. 

In 1859 the provisions regarding the issue of notes were 
altered. Partly the British Bank Act and partly the French 
Bank Law has been taken as a model. It was stipulated that 
three-tenths of the notes in circulation and of the liabilities at call 
had to be covered by legal tender, whilst the maximum limit was 
to be fixed by the Governor-General. The circulation over and 
above this limit had to be covered in full. The lack of elasticity 
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due to these restrictions has more than once proved to be an 
obstacle to sound discount policy. 

It was not before the renewal of the charter in 1875 that a 
proportional cover system was introduced. In accordance with 
the new provisions, it was stipulated by the Governor-General that 
40 per cent. of the amount of notes in circulation and liabilities 
at call had to be covered by coins and bullion, whilst no maximum 
limit was fixed. Since 1914 the ratio of cover has been fixed at 
20 per cent. 

From about 1906 a remarkable strengthening of the position 
of the Bank can be traced, to which the favourable development 
of the Netherlands East Indies has contributed a good deal. In 
1908 the powers regarding its foreign bill holdings were enlarged, 
and from that time the Bank was in a position to pursue a free 
and effective policy in this respect. 

It may be mentioned that from August 1, 1909, until October 
20, 1924, the Bank was able to maintain its discount rate unaltered 
at 34 per cent. 

The Bank has its head office in Batavia and branch offices in 
the more important towns of the Netherlands East Indies as well 
as in Amsterdam. 

The capital of the Bank amounts since 1925 to fl. 9 million; 
on December 31, 1927, the gold reserve amounted to about fl. 180 
million, and the notes in circulation to about fl. 320 million. 

G. W. J. Bruins 





OBITUARY 
Yves Guyot (1843-1928) 


It is very suitable that an English review should do homage to 
the memory of Yves Guyot, for he really ought to be reckoned 
almost more as an English economist than as a French one. I 
doubt if even in England one could find an economist who 
conformed so completely as he did to the type of the Manchester 
School. All through his long life he never ceased to wage war 
on behalf of Free Trade, without allowing himself to be in the 
least diverted from his path by the temptations of Fair Trade or 
of Safeguarding or of any other Siren. Often he would cross the 
Channel to be present at a meeting of the Cobden Club, and he had 
founded in France a little ‘“‘ligue du libre échange ” on the model 
of its big English sister. 
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It was not, however, only in the field of commercial policy 
that Yves Guyot remained all his long life an intransigent 
Liberal; he was just the same in all the different fields of social, 
economic and political life. He had been one of the most ardent 
protagonists in the celebrated Dreyfus affair, 1897-1900. He was 
one of the founders of the “ Ligue des Droits de !Homme”’ at 
about the same date. He fought against every form of State 
intervention, such as compulsory vaccination, the regulation of 
prostitution, the prohibition of alcohol, the limitation in the 
number of drinking houses, the closing of gambling places, penalties 
against the adulteration of foods or against speculation. He was 
the foremost lieutenant of Josephine Butler in her heroic campaign 
in France, and even paid by six months in prison for the violence of 
his attacks against the Paris police. 

The arguments which interventionists are wont to advance 
did not move him in the least, even when they were in support 
of morals. Yes, indeed! Rather drunkenness, prostitution, ruin 
under the régime of liberty, than temperance, virtue, sobriety, 
respectability under the régime of State regulation. As for 
morals, he would not admit that they could exist except as the 
natural product of liberty. 

La morale de la Concurrence was the title he gave to one of his 
books, which, though the smallest of all those which he published, 
was, in my opinion, his chef d’euvre. The verve of this little 
pamphlet reminds one of Bastiat. Nowhere else can one find the 
optimism of the Liberal School affirmed with a more diverting 
assurance, exaggeration, one might even say sometimes— 
cynicism. Thus he would demonstrate that under the pressure 
of competition every producer and every merchant exerts himself 
to find out how he can best serve the desires and interests of his 
fellows, so that one can literally say that he lives only for others— 
which is obviously the higher Moral Law, the Golden Rule. 
What philosophy, what religion, he would say, what catechism is 
there which can pretend to utilise such agents to promote the 
public interest? Competition, and competition alone, could 
succeed in driving out from the heart of man the most tenacious 
of all his evil affections, envy. And how? Because every pro- 
ducer knows that the only thing which can make his own fortune 
is the wealth of his customers. Nor must one suppose that there 
was ever the slightest hint of a smile in anything which appeared 
from the pen of Yves Guyot. He was always altogether serious 
in anything he said. 

This doctrine of laissez-faire seemed to him so complete that he 
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never experienced the need of looking for anything else. It was 
for this reason that his books, of which there are a great number, 
are all practically the same book. He had one favourite maxim, 
to which he would constantly return :—Progress is in direct 
ratio to the power of man over things, and in inverse ratio to the 
power of man over men. But he seems never to have noticed— 
luckily for him, for this kinship would have filled him with 
horror—that this formula is very much like that of Marxist Col- 
lectivism, which holds that the State ought to take over the 
administration of property so as to release it from the power of 
individual men. 

Yves Guyot’s contribution to science was, then, no more than 
the continuation of the French School represented by Jean 
Baptiste Say, Bastiat and Gustave de Molinari (who was, indeed, 
Belgian by birth, but spent his whole life in Paris); and it was to 
Molinari that Yves Guyot succeeded as editor of the Journal des 
Economistes, the oldest of all the reviews of Political Economy in 
either hemisphere, for it was founded in 1842 and will soon be able 
to celebrate its centenary. He was, naturally, a member of 
the “ Société d’Economie politique ” of Paris since 1881, and its 
President to the day of his death. But he was never a member of 
the Institut (“‘ Academie des Sciences morales et politiques ’’), 
and was never present at its meetings, which was somewhat 
remarkable for a French economist. Nevertheless, he would have 
found at the Academy sympathetic reception for his economic 
doctrines, though probably in a more moderate form, but less 
sympathy for his political programme. 

Yves Guyot, indeed, never possessed the temperament of an 
academician nor that of a scholar. He began his career in 1868-9 
with journalism and politics. He was editor of a journal of some 
importance at that time, Le Siécle. In 1874 he was elected a 
member of the Municipal Council of Paris; in 1885 as a Deputy to 
the Chamber; in 1889 Minister of Public Works, an office which 
he held for three years up till 1892, when he abandoned politics 
and devoted all his energy, which never waned even to the last 
moments of his life, to the many campaigns which we have briefly 
indicated above. He was, indeed, far too jealous of his independ- 
ence to bind himself to the servitudes of political life. 

In short, his life was admirable for its uprightness, its 
disinterestedness, its indifference to popularity. Undoubtedly, 
he often had the feeling of walking a solitary road which almost 
no one else followed; but this bitter thought, which might have 
made others hesitate or retreat, never caused him to deviate an 
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inch from what he believed to be the right path. For our part, 
whilst choosing a path in quite the opposite direction, we have 
never been backward in acknowledging our lively sympathy for 
that fine valour of his, and we appreciate the opportunity to 
express it once more now that he is dead. 


CHARLES GIDE 





CuRRENT Topics 


THE Annual Meeting of the Society was held on May 17 at 
9 Adelphi Terrace, London, when the accounts were passed and 
the Auditor’s Report was received. Professor Pigou was elected 
a Vice-President and Professor Rees was elected a member of 
the Council to fill the vacancy thus created ; the other officers of 
the Society and members of the Council being re-elected as before. 





TuE following have been admitted to membership of the Royal 
Economic Society :— 


Adair, Miss B. M. Carter, J. Dearnley, I. H. 
Addison, B. Cassels, J. Delmonte, J. 
Alhassid, M. C. Chanda, H. Dodd, J. S. 

Ali, S. M. Chapman-Mortimer, Downs, J. W. 
Anderson, M. V. T. Drake, W. J. 
Ansted, H. B. Charles, D. J. Duncan, G. A. 
Armstrong, J. E. Charles, W. H. Dyer, E. F. 
Arndt, Prof. Dr. P. Clarke, F. Dykes, G. M. 
Bajan, C. B. Cohen, J. L. Eakins, G. C. 
Barnes, H. Cooke, C. A. Easton, L. 
Barnett, F. O. Cooper, N. Elliston, H. B. 
Bennett, J. H. Cornelius, Rev. Dr. Elworthy, E. G. D. 
Bernstein, A. R. W. J.J. Faidi, H. 

Bhan, Prof. R. K. Cox, E. Faweett, R. J 
Bhandari, P. Crawford, T. Fielding, G. B. 
Bharucha, D. M. Crome, R. Fleming, H. 
Blundell, H. Crowther, G. Fulcher, G. 
Bolt, H. W. Crumpton, A. H. Gaitskell, H. T. N. 
Boss, J. L. Dameron, W. R. Ghosh, Prof. H. 
Boucher, C. E. Daniel, C. R. Gibson, E. C. 
Brook, R. E. Darwent, A. Gillies, J. F. 
Brownlie, M. A. Davidson, J. M. Gluckstein, S. 
Bryce, C. C, Davies, W. H. Graham, P. C. 
Cadbury, G. W. Dawson, G. W. Green, L. 
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Gregory, E. W. 


Gupta, Prof. A. K. 


Das. 
Gupta, D. C. 
Gupta, H. C. 
Haller, C. T. 
Haldane, G. R. 


Hamer-Harries, J. A. 


Hardman, H. 
Harper, W. P. 
Harris, Sir Charles 
Haase, E. 
Hendrix, E. L. 
Hennessy, J. 
Hildrew, K. H. 
Hughes, E. G. 


Hugh-Jones, E. M. 


Hunter, J. 
Hunter, R. 
Innes, T. R. 
Jack, J. S. M. 
Jackson, W. A. 
Jahina, B. J. S. 
John, W. R. 
Jones, C. R. L. 
Jones, L. 
Jones, R. O. 
Keating, M. 
Kelf-Cohen, R. 
Kellett, F. M. 
Kellock, J. D. G. 
Kenyon, F. 
Khan, M. A. 
Khanna, B. M. 
Knott, H. 
Lambert, E. A. 
Lawe, F. W. 
Lawrence, A. 
Lee, G. G. 
Lemkovitch, H. 
Lenégre, W. A. L. 
Leslie, G. W. O. 
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McAlpin, D. 
McFadyean, Sir A. 
Mainwood, H. 
Majumdar, D. L. 
Makin, J. L. 
Marshall, Miss D. 
Marshall, H. W. 
Marvin, J. D. 
Mathur, N. P. 
Maud, F. H. 

Mez, Dr. J. R. 
Millis, L. W. F. 
Miranda, A. de 
Mitra, Prof. J. P. 
Moorhouse, R. 
Morrison, D. H. 
Mortlock, D. W. 
Murch, W. J. 
Nalle, S. G. 
Needham, C. J. 
Needham, Sir C. T. 
Nomura, K. 
Norman, R. L. 
O’Neill, J. 
Parmar, Y. S. 
Parthasarathy, N. 
Payne, 8. 

Pearson, F. 
Penrose, E. F. 
Phaup, R. 

Ping-iu, Wong. 
Potter, S. R. 
Price, H. 

Price, T. W. 
Procter, L. 
Quinton, C. J. 
Rafay, A. 

Ralphs, F. 8. 
Ranga, Prof. N. G. 
Rankin, Miss M. T. 
Rao, K. 8. 
Rawlinson, A. W. 


Lindsay-Fynn, B. M. Rees, Prof. J. F. 











Rees, V. R. 
Reynolds, R. C. 
Rhodes, W. 
Richardson, H. E. 
Rignall, G. H. 
Riley, G. S. 
Roberts, R. W. 
Rogers, S. 
Rosenwald, W. 
Rottlenthner, E. H. 
Salin, Prof. E. 
Saunders, R. 
Schaefer, Dr. T. 
Schlee, R. 
Schmitz, J. 
Scott, G. F. E. 
Seth, M. N. 
Settin, A. R. 
Shadain, N. R. 
Sharp, G. M. 
Shorrock, P. 
Simon, W. D. 
Simons, P. F. 
Singer, P. 
Slark, L. W. 
Slight, J. C: 
Smith, P. E. 
Spafford-Jones, 
G. W. 
Speak, H. 
Stanford, W. H. 
Stevenson, W. O. 
Sundy, C. A. 
Taylor, H. 
Taylor, H. H. 
Terry, R. 
Thadani, N. R. 
Thomas, E. 
Thomas, J. 
Thomson, Miss I. 
Tillotson, A. 
Ting, V. K. 
Traill, R. 
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Trevor, T. H. Utley, Miss F. Walsh, J. P. 
; Trusson, H. Vickers, L. M. Welingkar, J. N. 
Udyawer, L. M. Virgo, S. J. E. Whitlam, A. G. 


The following have compounded for life membership of the 


Society :— 
Alexander, Miss E. H. Pendrill, W. G. 
Cadbury, G. W. Rankin, Miss M. T. 
Clarke, F. Roberts, F. 
1. Gowin, E. B. Salin, Prof. E. 
Hugh-Jones, E. M. Sargant-Florence, P. S. 
Legge, K. H. Schlee, R. 
McKenzie, A. W. Shields, Prof. B. F. 
Mason, E. S. Ting, V. K. 
Nurullah, M. 


The following have been admitted to library membership :— 


Banque de France, Paris. 
Bibliothek der Hochschule fiir Welthandel, Vienna. 
F California State Library. 
Canterbury Agricultural College, New Zealand. 
Chicago Public Library. 
Cincinnati Public Library. 
Consiglio Provinciale Dell’ Economia di Milano. 
Gladstone Library, National Liberal Club. 
Glasgow University Library. 
: Gulson Central Library, Coventry. 
Hailey College of Commerce, Lahore. 
Hamilton College Library, New York. 
Haverford College Library. 
Institute of Cost and Works Accountants. 
Lake Forest College Library, Illinois. 
Law School of Harvard University. 
Lawrence College, Appleton, U.S.A. 
League of Nations Library, Geneva. 
Library of South Australia, Adelaide. 
Los Angeles Public Library. 
Louisiana State University, New Hill Memorial Library. 
Metropolitan Library, Peking. 
Miami University Library, Oxford, Ohio. 
Mills College Library, California. 
Newberry Library, Chicago. 
New York Public Library. 
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Philadelphia Free Library. 
Philippine Library and Museum, Manila. 
Rochester University Library, New York. 
Seattle Public Library. 

Seminar of Political Economy, Cracow, Poland. 
Smith College, Library, Northampton, Mass. 
The State Library, Estonia. 

The University, Manchester. 

Universitats Bibliotheque, Basel. 

University of New Hampshire. 

University of Redlands Library, California. 
University of Washington Library. 

University Library, Edgbaston. 

Victoria Public Library. 

Weltkriegsbiicherei, Stuttgart. 

Wesleyan University Library, Connecticut. 


We record with regret the deaths of the following members of 
the Society :— 


Dale, B (elected 1905) 
Field, Prof. J. A. ( ,, 1925) 
Ghosh, D. N. { » ‘3088 
Gleave, S. ( , ‘'02%) 
Hirst, T. J. ( ,, 1890) 
Jenkinson, A. J. ( ,, 1924) 
McDonnell, W.D. (  ,, 1890) 
Robins, K. Nott ( ,, 1920) 
Steele, F. E. ( ,, 1925) 





PRroFEssoR CopLanD (University of Melbourne) writes : 


“ The Australasian Association for the Advancement of Science 
held its nineteenth meeting at Hobart from January 16th to 21st. 
The proceedings of Section G (Economics and Statistics) may be 
of interest to economists abroad, as illustrating the increasing 
importance of economic study in Australia and New Zealand. 
Discussions centred round the general problem of the Marketing 
of Primary Products, upon which a number of important papers 
had been prepared by academic economists or authorities with 
practical experience of marketing. In addition, official state- 
ments were forwarded from the Federal and State Governments 
concerning their marketing legislation and policy. The topics 
dealt with covered ‘ The Theory of Marketing ’ by Professor D. B. 
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Copland; reviews cf Bawra and of the Gold Producers’ Associa- 
tion, both by Mr. E. C. Dyason; papers on wheat marketing and 
wheat pools by Messrs. G. L. Wood, C. W. Harpur and J. Thomp- 
son; ‘The Marketing of Base Metals’ by Sir Lennon Raws; 
‘An Australian Wool Futures Market’ by Mr. H. E. Teare; 
‘The Australian Export Trade’ by Mr. E. T. McPhee; ‘ South 
Australian Marketing’ by Mr. A. L. G. MacKay. During the 
discussions Mr. L. F. Giblin developed an interesting point of 
view concerning ‘ the cost of protecting Australian exports’ as 
exemplified in the special conditions relating to the sugar, butter 
and dried fruits industries. All the papers on marketing are to 
be published shortly by the Economic Society in a special supple- 
ment of the Economic Record. The Section also had before it 
three other important papers. The president (Professor R. C. 
Mills) chose for his address ‘ The Financial Relations of the States 
and the Commonwealth,’ in which he argued for the retention of 
the Commonwealth income tax as the basis of any scheme for 
adjusting these relations, a point of view characterised by the 
Prime Minister as being economically unsound. This point was 
not raised in discussion by any member of the Section, though 
the leading economists of Australia and New Zealand were present ! 
Dealing with the incidence of infantile mortality before a joint 
meeting of the Economic and Public Health Sections, Mr. Malcolm 
Fraser, Government Statistician of New Zealand, showed that the 
great improvement in the infantile death-rate in New Zealand 
had occurred after the first month of life. Finally, a criticism 
of the economic effects of the Arbitration Court in New Zealand 
by Professor Tocker created a keen discussion. 

“‘ Immediately prior to the meeting there had been a conference 
of the Statisticians of Australia and New Zealand, and as the 
Statisticians stayed on to attend the discussions of the Section, 
there was a representative gathering of economic authorities. 
During the week a meeting of the Council of the Economic Society 
of Australia and New Zealand was held. Mr. C. H. Wickens, 
Commonwealth Statistician and Actuary, was elected President 
of the Society, and Professor A. H. Tocker was added to the 
Editorial Board in place of Dr. Condliffe, who resigned on his 
appointment to the Institute of Pacific Relations at Honolulu. 
The executive was able to present a very satisfactory report on 
the activities of the Society. There are now over 800 members 
in the ten branches and the Economic Record continues to expand 
its circulation. Considerable discussion centred round a recom- 
mendation of the executive to the Commonwealth Government, 
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that an Economic Research Bureau be established under the 
auspices of the Council for Scientific and Industrial Research. It 
was decided to recommend an independent bureau as a first 
alternative. An interesting discussion took place among the 
academic teachers of Economics concerning the initiation of a 
Diploma of Public Administration, the provision for the study of 
marketing, and the relations of studies in Economics and Com- 
merce, a problem that will arise in Melbourne shortly when an 
appointment is made to the new Chair of Economics.” 





Ovr Dutch correspondent writes as follows :— 

“ The Bill for the taxation of Dutch nationals not residing in 
Holland, which was mentioned in the Economic JouRNAL for 
March 1928, was rejected by the Second Chamber in so far as the 
income tax was concerned. That portion of the Bill dealing with 
succession duties was thereupon presented as a separate Bill, and 
passed by the Second Chamber after amendment of an Article 
which in the opinion of the Second Chamber would have given 
too much power to the Government.” 





“The report has been published of the State Commission 
appointed in November 1926 to examine the possibility and 
desirability of simplifying the administration of the State funds 
established in connection with the social insurance and pensions of 
State officials, by investing the amounts in current account with 
the Treasury or, to a greater extent than hitherto, in Public Debt. 
The importance of these funds is considerable ; the capital amounts 
already to 600 million guilders and the annual new investment, 
including reinvestments, to 150 millions. The Commission 
proposes to authorise the Government to use the annual con- 
tributions to be made by the State to the Invalidity and Pensions 
Funds—which amount to 60 million guilders—during the years 
1928 to 1937 inclusive, wholly or partially for capital purposes, 
thus reducing the amount which otherwise would have to be 
borrowed by the State. The payments of the private contributors 
are to be invested in the securities hitherto allowed and further— 
to an amount not exceeding 10 per cent. of the funds—loaned to 
private parties against securities assigned as guarantee. The 
6 per cent. State Loan 1923 B was liquidated on April 1, 1928; 
the funds required for this purpose being obtained by means of a 
41 per cent. Conversion Loan of 84 million guilders, which was 
entirely supplied by the above-mentioned State funds.” 
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| an Journal of the Royal Statistical Society. 

Vol. XCI. PartI. Official Crop Estimates in England. H. D. Vicor. 
A discussion of methods of forecasting, with special reference 


to the previous articles of Mr. Venn. The conclusion is against 
the view that there has been a tendency to uniformity in the 


y in Reports, or that yields have in recent years been biassed and 
how unduly depressed. On Certain Aspects of the Distribution of 

Income in the United Kingdom in 1913 and 1924. L. R. Connor. 
the By a variation in the method of percentiles, “‘ equivalent ’’ incomes 
ith are compared for 1913 and 1924, before and after allowance has 
ind been made for taxation and transference (debt taxation and 
el pensions). A charge in distribution is shown, the higher incomes 
aan not having kept pace with the rise in prices and the increased 
ven earnings of the working classes. Graunt and Petty. A review 


article by M. GREENWOOD. 


Economica (London School of Economics). 
Marcu, 1928. English Political Economy. A. A. Youna. The 


or Industrial Court. Sm H. Morris. The Theory of Population. 
- H. Datron. A critical discussion of the “ optimum ” population 
1ds and its criteria, with reference to recent contributions. Great 
of Cities and their Economic Problems. E. W. SHANAHAN. Sir 
‘th Henry Maine. K.B.Smetxiie. Mr. Robertson’s Views on Banking 
ie Policy. M. Tappan. 
tg History. 
at JANUARY, 1928. Some Aspects of English Finance in the Fourteenth 
. Century. A. STEEL. 
on 
n- Quarterly Journal of Economics (Harvard). 
ns Frsrvuary, 1928. Supply Curves and Maximum Satisfaction. R. 8S. 
rs Meriam. Anexamination of four problems of long-run equilibrium. 
1 The “ particular expenses curve ”’ is preferred to the schedule of 
oo average cost under conditions of decreasing cost. A critical 
be examination is made of Prof. Knight’s argument that all com- 
rs modities show increasing cost. The possibility of increasing cost 
rw and consumer’s surplus are argued in reference to recent papers, 
and lead to a discussion of the effect on surplus of State policy 
to by way of taxes and subsidies. Statistical Analysis and the 
1e * Laws” of Price. M. Ezexren. An analysis of the qualifica- 
3: tions necessary in defining the ‘‘ demand curve ” on the basis of 
successive statistics; with reference to elimination of trend, of 


quantities withheld by producers, of place and time variations, 
ad and of the lag in the relation of supplies to prices. Fourier and 
Anarchism. E. 8. Mason. The Currency System of the Irish 
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Free State. G. A. Duncan. The German Unemployment Insur- 
ance Act of 1927.. F. WunpERLIcH. The Forty-four Hours Case 
in Australia, 1926-27. O. pe R. FoENANDER. 


Journal of Political Economy (Chicago). 


Fresruary, 1928. Education for Business in Great Britain. J. G. 


SmirH. An exhaustive account of the curricula of commercial 
schools and university courses of study as preparatory to business. 
“The general circumstances under which higher training for 
business in England has to be conducted discourage specialisation 
of the kind that is common in the American graduate schools 
of business administration.” The Railway Labor Act of 1926. 
A. R. Exxtinewoop. Recent Developments of the General Sales 
Tax. A. G. BucuiER. Rate-making and Excess Income. G. G. 
TURRELL. The Canadian Industrial Disputes Act. C. E. DANKERT. 
Taxing Rental versus Taxing Salable Value. H. G. Brown. 


American Economic Review. 


Marca, 1928. Ideals and Idealism in Taxation. T.S. Apams. The 


dominant factor in the evolution of taxes is the contest of interests ; 
ideals are effective only when they serve interests. Hence there 
can be no pure science of taxation. The number of interests is, how- 
ever, so great that all legislators must be impartial in respect of 
many of them. From Capital Levy to Surtax. A. Comstock. 
An outline of the public discussion in Britain since 1919. The 
Supreme Court and Compulsory Arbitration. E. Berman. A 
discussion of the constitutionality of compulsory arbitration in 
America, as affected by a decision regarding the Kansas Industrial 
Court Act of 1920. State Taxes on Savings Deposits in New England. 
K. M. Wituiamson. Economic Terminology. C. WARBURTON. 
Psychic Income. G. W. TeERBorGH. A criticism of the validity 
of the concepts of total utility and consumer’s surplus, if measured 
by differential increments; since the components of psychic 
income are not related to each other as fractional parts of a 
sum, but as elements of an organic complex. 


Political Science Quarterly. 


Marcu, 1928. Tendencies in State and Local Finance, and their Rela- 


tion to State and Local Functions. M. Newcomer. A study of 
the problem of subventions and control, relating to American 
conditions, but of much general interest. 


Wheat Studies of the Food Research Institute (Stamford, California). 
FEBRUARY, 1928. Disposition of American wheat since 1896 with 





special reference to changes in year-end stocks. Total production 
of wheat in the United States, plus imports, varies greatly from 
year to year. The surplus from a large crop is absorbed by 
increased consumption only to a negligible extent; on the 
average, about half of such a surplus is exported and half 
absorbed in increases in stocks. Thus wheat storage plays a 
most important part in reducing effects of variation in the size of 
the wheat crop. 
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Revue d’Economie Politique (Paris). 

JANUARY-FEBRUARY, 1928. La loi du 7 aott 1926, et son réle dans 
Vassainissement financier de la France. X. L’indemnisation 
des réfugiés grecs. E. J. TsoupEros. La stabilisation de la 
monnaie en Pologne. R. PLEveN. L’état actuel de l’économie 
et de la statistique agricoles en Russie. A. ToHAYANOFF. La 
politique italienne en matiére de taxation des capitaux. P. 
NESTEROFF. 


Journal des Economistes (Paris). 


FEBRUARY, 1928. Franc-papier ou Belge. L. Hayots. Les chemins 
de fer et la production agricole. G. de Novvion. 

Marcu, 1928. Yves-Guyot, 1843-1928. L. Fraux. La principe de 
la prérogative et les chemins de fer. Yves-Guyor. Le réle 
monétaire des crédits bancaires. P. CAUBONE. 

Aprit, 1928. La premiére bataille du franc (1924). G. LACHAPELLE. 


Vierteljahrshefte zur Konjunkturforschung (Berlin). 


2 Jahrgang, Ergainzungsheft 3. Der Produktivguterverkehr als Konjunk- 
turmasstab. Der Postverkehr im Konjunkturverlauf der Vorkriegs- 
zeit. Untersuchungen iiber die Einkommensschwankunyen in der 
Vorkriegszeit. 

Sonderheft 6. Die Saisonschwankungen als Problem der Konjunk- 
turforschung. O. DONNER. 

2 Jahrgang, Heft 4. At the end of February, 1928, the point of 
maximum activity, reached in November, had been passed, and 
there were signs of a conjunctural decline. 


Zeitschrift fiir die gesamte Staatswissenschaft (Tiibingen). 
NovEMBER, 1927. Osterreichs Verfassungsentwicklung. L. Wirv- 
MAYER. Probleme der modernen Notenbankpolitik. Dr. Ker- 
SCHAGL makes an important, closely-reasoned examination of the 
problems confronting modern European note-issuing banks 
resulting from the currency stabilisations of recent years. The 
reactions of the different methods of stabilisation on the banks are 
exhaustively set out. Denmark in particular suffered from too 
high a stabilisation rate, but in England there was a clear case for 
deflation. Attention is also given to the practical difficulties of 
price stabilisation; and it is argued that existing economic 
literature is deficient in real solutions. Movements of central 
bank rates are defective as an adequate device. Neuere Literatur 
iiber H. H. Gossen, R. Lizrmann. Die Vollgruppe. H. L. 
SToLTENBERG. Die Britischen Staatseinnahmen. F. HEYER. 
Die Organisation der Gewerkschaften in Sowjetrussland. Dr. 
TIMASCHEW shows that Russian trade unions are dominated by 
Communistic ideas, and are essentially a part of the organisation of 
Communism. Starting from a condition of virtually no freedom for 
individual workers (except that membership of unions is not 
compulsory), the organisation is by stages up to the general 
assemblies. But the difficulties of craft and industrial unionism, 
and vertical and horizontal grouping, have not been overcome. 
Moreover, the unionist is still subject to legal jurisdiction in 
respect of conduct. Yet the Russian system has been extensively 
copied in Italy. 
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Marcu, 1928. Statik und Dynamik als Grundprobleme der theoretischen 
Nationalékonomie. E. H. Voarxt. A defence of the dynamic 
basis of theory. Unternehmergewinn und Arbeitslohn. B. Motu. 
A critique of the theory of profit with special reference to the theory 
of exploitation. Kartelle und Konzerne. S. TScCHIERSCHKY. 
The author expects an opposition between the aggressive great 
organisations of the Concerns and the defensive combinations 
of syndicated Cartels. Zur Theorie des Finanzausgleichs. F. 
BurkHarpt. A statistical investigation of the distribution of 
the financial burden between the Empire, the Districts, and the 
Communities. Geld und Staat. K. Gister. An analysis of 
Gerber’s recent volume. Zur Frage der Steuerwirkungen. W. 
Lotz. 


Jahrbiicher fiir Nationalékonomie und Statistik (Jena). 


JANUARY, 1928. Frtragstheorie und Verteilungstheorie. W.WEDDIGEN. 
Refers to a book which endeavours to set up a Theory of Returns 
as part of economic theory relating to Distribution. The essence 
of the theory is to examine human activity in its task of constantly 
seeking to obtain the “‘ means” of production; although this 
includes the distribution of commodities. The article attempts 
to show the basic connection between the Theory of Returns and 
the existing Theory of Distribution. Ueber ldndliche Siedlung. 
C. DretzE. Ueber einige Nebenfragen des Bevdlkerungswesens. 
E. v. ScHULLERN-SCHRATTENHOFEN. Die Sozialpolitischen 
Lehren des Konflikts in der Grosseisenindustrie. Dr. G. ALBRECHT 
contributes a descriptive article relating to the conflict in the 
north-west German iron industry in December, 1927. The burning 
question was the demand of the unions for the eight-hour day at 
the rates of wages paid for the ten-hour day, to which resort had 
been made previously. No important conclusions are drawn. 
Bemerkungen zu Lampes “ Notstandsarbeiten oder Lohnabbau.”’ 
RoOEMMICH-WAGNER. Ergebnisse aus den Jahresberichten der 
Gewerbeaufsichtsbeamten fiir das Jahr 1926. I. Frick. Die 
Herkunft der Bevélkerung Kanadas. H. FEHLINGER. 


Frsruary, 1928. Die Wirtschaftstheorie bet Sombart. T. Surenyt- 
Uncer. Wandlungen in Wesen und Aufgaben der Sozialpolitik. 
G. AtBREcHT. Bemerkungen zur Theorie der Steuersystematik. 
F. Gutmann. Ueber einige Nebenfragen der Bevilkerungswesens 
(Schluss). H. v. ScHULLERN-SCHRATTENHOFEN. 


Marcu, 1928. Die Theorie des volkswirtschaftlichen Entwicklungs- 
prozess und thre Fortbildung durch eine evolutionére Konjunktur- 
theorie. E. H. VoGEt. 


Archiv fiir Sozialwissenschaft und Sozialpolitik (Tiibingen). 
SEPTEMBER, 1927. Der Begriff des Politischen. C.Scumitt. Huropa 
in Afrika. A.M. Bartuotpy. Die geistesgeschichtlichen Grund- 
lagen der angloamerikanischen Weltsuprematie: II. Die Wurzel 
der Demokratie. G. VON ScHULZE-GAEVERNITZ. Ein Matz der 
Konzentration bei pekunidren Verteilungen. E. J. GumMBEL. A 
mathematical study. Die Wirksamkeit der Mindestlohnausschiisse 
in Grossbritannien. H. FrxHurncer. An outline of the working 
of Minimum Wage legislation in this country, with a detailed 
analysis of the post-war developments. The disparity between 











mic 
LL. 
ory 
KY. 
‘eat 
ons 


the 


—- ns wa - =~ ees ee 











1928] RECENT PERIODICALS AND NEW BOOKS 345 


men’s and women’s wages is stressed. Gesellschaft und Staat : 
Studie zu der Methodologie Fritz Sanders. Dr. OPPENHEIMER 
makes a spirited reply to Sanders’ article criticising his recent 
work on Sociology. Erwiderung auf Franz Oppenheimer’s 
“* Studie.” Pror. SANDERS upholds his criticisms. 


DECEMBER, 1927. Industrielle Schwankungen. Bankkredite und 


Warenpreise. Pror. BOUNIATIAN makes a long detailed criticism 
of Prof. Pigou’s recent work on Industrial Fluctuations. He argues 
that the conclusions are but compromises. The method used in Part 
One is severely limited by complications of actual economic life, 
and the statistical material is inadequate. No mention is made of 
over-production as a cause. It is argued that harvest causes have 
greater importance than is assigned to them. Chief criticism 
refers to Pigou’s acceptance of the ‘“ Circulation” theory, which 
Bouniatian affirms was finally overthrown in Tooke’s History of 
Prices. Again, the cheque system has no necessary connection 
with periodical fluctuations, since these are pronounced where that 
system is least strong. Initial cause of fluctuations is in price 
movements, and analysis of these must be starting-point. Die 
Agrarproblem der Vereinigten Staaten. W.R6rKE. Zur Problem- 
stellung der Zinstheorie. F.A.v. HaveK. Zar Frage der Bestim- 
mung und Messung der Intensitét der Landwirtschaft. G. A. 
StupEnsky. Leistungsbeziehung und Personenbeziehung. F. 
DaRMSTAEDTER.  Verbrechertum in  Schleswig-Holstein. fF. 
TONNIES. 


Schmoller’s Jahrbuch (Munich and Leipzig). 


DrEcEMBER, 1927. Reine und historische Dynamik des Standorts der 


Erzeugungszweige. H. Ritscny. Die Kausalitét der Volkswirt- 
schaft. Dr. ZWIEDINECK-SUDENHORST writes a descriptive review 
of Dr. Lamprecht’s recent work on Economic Causality, and 
agrees that the reaction from Weber’s doctrines is justified, since 
the new method “ permits extraordinary faithfulness to reality, 
with complete and thorough uniformity in systematic connection, 
and extends the theory to immediate practical application.”” Dr. 
Lamprecht makes Causality the central feature of Economics, and 
stresses the importance of psychological methods. For this reason 
the economic man and the marginal utility doctrine must be 
discarded. Volkswirtschaftslehre als Organon. H. HoNEGGER. 
Schiffahrtabgaben und Schleppmonopol als Voraussetzungen der 
Kanéle. BR. Wyszomirst1. Demokratie und Arbeitsrecht. Dr. 
DissIncgER criticises German works councils as having a disinte- 
grating influence on the loyalty and interest of the worker, thus 
provoking bad relations between management and labour. The 
intrusion of political aims has seriously interfered with the attain- 
ment of a proper economic perspective. Exhaustive proposals 
for reform are made. Adolph Wagner’s Nachlass in der Preus- 
zischen Staatsbibliothek. J. KIRCHNER. 


Economic Review (Kyoto). 


DrceMBER, 1927. Prices and Injustice in Taxation. M. KamBeE. 


The influence of local and temporal variations in price on the real 
burden of taxes of different kinds. A Study in Financial Statistics. 
S. Saromr. The national and local finance of Japan in recent 
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times. The Principles of Emigration Policy. M. Yamomoro. 
Tariff Freight Rates. S. Kostmma. The meaning, formation, 
merits and principles of rates fixed by general tariff, not by 
competition. Population Problems in the Tokugawa Era. E. 
Hongo. 


Indian Journal of Economics (Allahabad). 


OctoBER, 1927. The Hindu Taxation System. Dr. BALKRISHNA. 
British India and the Gold Standard. E. P. WELLENSTEIN. The 
Economic Law of Consumption. P. C. Basu. Gold and French 
Monetary Policy. G. F. Surras. 


De Economist (Haarlem). 


FEBRuARY, 1928. Handelspolitieke gevaren. C. F. StorK. A con- 
tribution, on the Free Trade side, to the lively controversy regard- 
ing Protection (or an “ active trade policy”) now proceeding in 
Holland. In large measure the article is a review and summary 
of the leading Free Trade publication which the question has 
evoked, Mr. J. F. Vleeschhouwer’s “ Actieve Handelspolitiek.”’ 
Het honderdjarig bestaan van de Javasche Bank. II. G. M. 
VERRIJN StuaRT. The second part of a survey of the history 
of the Bank of Java in the last hundred years. Hen jaar de-facto 
stabilisatie van den Franschen franc. A. A. VAN Sanpick. A 
detailed discussion of French currency and finance since July, 
1926. ‘The most remarkable fact in the financial history of 
France in the last year is that the stabilisation has occasioned 
no crisis.” The conclusion is that “‘ there is nothing standing in 
the way of a legal stabilisation of the franc at approximately its 
present level.” 


Marcu, 1928. Actieve Handelspolitiek. R. VAN GENECHTEN. An 
attempt to define the real issues between Mr. Vleeschhouwer and 
Professor Diepenhorst in the “ active trade policy ” controversy, 
but in fact a defence of Mr. Vleeschhouwer against the criticisms 
of his opponent. Free trade is in the national interest; it is 
implicit in the protectionist position that the interest of one 
group, which can alone be satisfied at the cost of another group, is 
itself a national interest. Variations in the nature of exports and 
imports leading to a change in the economic structure of a country 
may, however, be a disadvantage. Het Credietverkeer in de late 
Middeleeuwen. Z.W.SNELLER. A summary and review of the work 
by Professor Kuske (of Cologne) on the rise of the credit-economy. 
In opposition to the view of Hildebrand, Biicher and Sombart, 
the machinery of credit was developed in the Middle Ages from 
the fourteenth to the sixteenth century. Examples are cited from 
the history of the lower Rhine provinces. den poging om het 
grensnut te meten. W.L. Faux. Draws attention to Professor 
Irving Fisher’s article on a statistical method for measuring 
marginal utility, published in the Economic Essays in Honour of 
J. B. Clark. Whether this method brings us what it claims is 
an open question. The weak point is that in this way it is only 
possible to compare similar families under different conditions ; 
there are always difficulties in attempting to compare dissimilar 
families. 
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Aprit, 1928. De Amsterdamsche Wisselbank in de zeventiende eeuw. 


J. G. Van Ditten. Surveys the events leading up to the 
establishment of the Bank of Amsterdam in 1609. It was modelled 
on the Bank of Venice, but its primary purpose was to improve 
the currency which was unsatisfactory by reason of the multi- 
plicity of mints and the excessive variety of foreign coins. The 
early history of the Bank and its methods of operation are dis- 
cussed. Het vraagstuk der welvaert in de Verenigde Staten. 
GERLOF VERWEIJ. With reference to the appointment of the 
Hoover Commission surveys the explanations of American 
prosperity, quoting W. C. Mitchell’s view that it is ‘‘ anomalous.” 
In the wide discussion that has taken place, many explanations 
have been advanced, but even if the presence of any one factor 
may have been essential to America’s prosperity, it cannot be 
regarded as the explanation. The task of the Commission will be 
to view the various explanations in relation to each other, not to 
discover new explanations; and also to devise a programme for 
the future. Is vrije credietcreatie door banken mogeiijk? T. J. 
GREIDANUS. In answer to the article by Posthumus Meyjes in 
the January number. There are two sections of those who 
advocate the view that a free creation of tredit by banks is 
possible : (i) those who speak of an increase of outstanding credit 
in a conjuncture movement and of a consequent rise in prices. 
More credit is given and therefore more can be bought. This 
argument sees only the purchaser and not the other person who 
has given the credit and must therefore postpone his purchases. 
Either may purchase but not both; there is no increase in “ pur- 
chasing power”; the credit that one receives another gives. 
(ii) The second section refers to a definite free creation of credit. 
Adams is quoted to the effect that “ Bank credit is purchasing 
power manufactured by banks.”’ Banks in giving credit are not 
free. Assuming the case where all banks simultaneously proceed 
to expansion of credit, gold will leave the country in accordance 
with Gresham’s Law. Commercial banks have even less freedom 
than banks of issue, being themselves restrained by the action of 
the Central Banks. Credit expansion is however possible: (a) 
the need for circulating medium may increase and a part of this 
may be created by the commercial banks; here the banks are 
limited by the need for circulating medium on the part of the 
public; (6) a deposit is not merely a circulating medium, but also 
an investment of money. It is an investment of money, if for a 
fixed term of time; it is economically money when the holder 
becomes a purchaser. This gives another case where credit 
expansion by the banks becomes possible but in which nevertheless 
they are not free; here they are bound by the action of the public. 
In the case of general world-wide credit-expansion, where 
Gresham’s Law cannot operate, the restraint on the action of the 
bank arises from the relation between the quantities of giral and 
chartal money, which is not a question of chance but is governed by 
economic law. Thus it is not merely in practice that the Banker 
is not free; his dependence is also theoretically demonstrable. 


International Labour Review (Geneva). 


Fesruary, 1928. The European Coal Crisis, 1926-7. M. Eastman. 


Some Aspects of Recent Wage Movements and Tendencies in Various 
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Countries. J. H. Ricnarpson. Labour Legislation in Latin 
America. M. Posietre-Tronooso. The Moscow Institute for 
Economic Research and its Work. 


Marcu, 1928. The Regulation of Minimum Wages as an International 


Problem. K.Pripram. The fundamental aspects of the problem, 
and the distinction between home-work and general industry as 
criteria of wage-fixing machinery; followed by a discussion of the 
probable outcome of the replies of Governments as published in 
the ‘‘ Blue Report.”’ The Prevention of Accidents in Industrial 
Undertakings. F. Ritzmann. Seasonal Fluctuations in Employ- 
ment. 


Aprin, 1928. Labour problems in South Africa. H. B. Butuer. 


Seasonal fluctuations in migration. L. VaRuLEz. Hours and 
Wages in the German heavy iron industry. G. NeirzeL. The 
problem of hours of work in the Soviet Union. II. 


Revista Nacional de Economia (Madrid). 


JANUARY-FEBRUARY, 1928. Dinamismo de los precios y carestia de la 


vida. O. F. BaNos. The problem of prices is connected with 
most other economic factors: methods of production and con- 
sumption, the rate of interest, the productivity of labour, the trade 
cycle. Different theories stress the quantity of money, the rate 
of interest or the international value of national money as the 
important influence determining the internal price level. This 
article concludes with a discussion of price indices and the out- 
standing theories of Trade Cycles. Los ferrocarriles en Espana. 
A. DE MievEL. A compilation of statistics showing the develop- 
ment of the railways in Spain since 1865. In relation to her area 
Spain shows a lack of railroads which is impeding social and 
economic growth and compares unfavourably with movements in 
other countries of Europe. The figures of railway growth in the 
world and in Spain alone show a negative correlation. La distri- 
bution de la propiedad territorial. M. Furntss. In all countries 
since the war there has been a movement towards the break-up 
of large landed estates and the formation of small holdings. The 
problem is one not only of the transfer of ownership, but also of 
the provision of schemes of credit and agricultural education and 
the creation of a co-operative spirit. Using a sample for Spain, 
and comparing with figures published for other countries, the con- 
clusion is reached that, in Spain, a greater proportion of agricultural 
holdings is either very small or very large than is the case in most 
European countries. The question of rural depopulation, however, 
is not influenced so much as might be imagined by this inequality 
in the distribution of land. 


Giornale Degli Economisti (Rome). 


JANUARY, 1928. Considerazioni sui ‘‘ barometri’’ economici. C. 





BRESCIANI-TURRONI. A very interesting discussion, by the dis- 
tinguished Professor of Economics at Cairo, of the methods of 
construction and usefulness of indices of business conditions as 
a means of forecasting future movements of trade. The Harvard 
index is criticised for using the series A, B, C (where A is Specula- 
tion, B is Business and C Money) instead of the series C, B, A. 
General theory, as well as direct evidence, especially of recent 
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German conditions, are adduced to prove that speculation is 
subject to so many special disturbing factors that the market 
values of shares at any time cannot safely be used as a barometer 
of the economic situation. JIJntorno alla teoria del ‘‘ profitto.” 
Guipo SEnsinI. Current notions of profits are still vague and ill- 
defined. So many different kinds of profits can arise, and both 
their causes and effects can be so diverse, that there is clearly need 
for a more careful analysis and classification of the various species 
of income which are commonly grouped together in the single 
term “ profits.” La teoria della popolazione di Giammaria Ortes. 
AusBino Uacé. Ortes was one of the three outstanding clerical 
writers on population of the eighteenth century. He was a 
Catholic priest, while Siissmilch was a Lutheran pastor and Malthus 
an Anglican clergyman. Ortes held, with even greater dogmatism 
than Malthus, the view that population was capable of expanding 
in a geometrical ratio and must inevitably tend to increase with 
any increase in the means of subsistence; but he believed that, in 
practice, social and political forces could hold this tendency in 
check and, indeed, often prevented population from bearing that 
relation to the means of subsistence which exists in the ‘‘ natural ”’ 
order of things. But if the population of a country; owing to 
faulty institutions, is smaller than it ought to be, the inhabitants 
are not better but worse off than they would be if their number 
was larger, because the smaller population would restrict produc- 
tion and prevent it from reaching its proper maximum. The 
writer sets out clearly and well the background of ideas which 
conditioned the views of Ortes and the abstract form in which these 
were presented. 


FEeBRuARY, 1928. Per riempire alcune “empty boxes” finanziarie. 
ip ply 








Artitio CaBiaTi. Stimulated by Mr. Robertson’s attack on part 
of the economic reasoning of the Colwyn Report, Professor Cabiati 
comes to the defence of Marshall’s conception of the representative 
firm and denies the proposition that prices are governed by the 
marginal firm whose cost of production is highest. But he believes 
that this knocks the bottom out of the doctrine that a general tax 
on all income is not reflected in cost of production. When first 
imposed, such a tax will have important differential effects, vary- 
ing according to different elasticities of demand—every income- 
receiver endeavouring as far as he can to pass the tax on. Whether 
such a tax will tend to raise general prices, through increasing costs 
all round, will depend on the use made by the State of the proceeds 
of the tax, which may be employed so as to increase productivity. 
Alcune considerazioni sulla teoria matematica dell’ equilibrio 
economico. ARrricoO Borpin. The methods of the elementary 
differential calculus are applied to the theory of the equilibrium 
position of value, under a number of different assumptions, with- 
out, however, throwing new light on the problems involved. 
Il caso, la congiuntura ed il rischio nell’ evoluzione economica. 
FEDERICO CHIEssA. Chance operates in the field of uncer- 
tainty, and risk in the sphere of probability, while conjuncture 
is “the variation in the value of goods and services which is 
produced by events which are unforeseen and independent of man’s 
volition.” It is concluded that “‘ economic progress does not tend 
to diminish chance, risk and conjuncture, but rather to increase 
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them.” It tends “‘ to lessen static risks, but, on the other hand, to 
enhance the subjective appreciation of chance in general and the 
whole complex of dynamic risks.” 


Marcu, 1928. Vigilanza sulla creazione di moneta bancaria. GIUSEPPE 
Uco Pari. It is not sufficient for the State and the Central Bank 
to exercise a careful control over the note issue, as the develop- 
ment of deposit banking and the use of cheques can lead to an 
autonomous inflation of purchasing power. The deposit banks 
have an important duty to the community to observe the prin- 
ciples of sound banking and to watch for any symptoms of over- 
creation of credit. Jl consiglio d’amministrazione e linterdipen- 
denza delle imprese. Pierpaoto Luzzatro Fereiz. A detailed 
investigation, of an elaborate character, into the composition of 
boards of directors of Italian companies in 1923, and into the 
extent to which interlocking directorates existed in that year in 
Italy. 


La Riforma Sociale (Turin). 


JANUARY-FEBRUARY, 1928. Postumi d’inflazione. GIUSEPPE PRATO. 
The aftermath of inflation is to be seen, not merely in the economic 
sphere, where it produces disordered finances, instability of 
exchanges, high tariffs, and so on, but also in the sphere of ideas, 
where crops of fallacious theories are engendered which disturb 
clear thinking and even mislead statesmen to the public injury; 
in the deterioration of public and private morals; and in every 
aspect of social life. Caratteristiche dell’ esportazione dei capitali 
in regime di valuta sana. AtTTILIO CaBiaTiI. A discussion, along 
lines familiar to English students, of a number of technical aspects 
of the export and import of capital. La politica commerciale 
doganale italiana nel dopo-guerra. GIUSEPPE FRISELLA—VELLA. 
A plea for a return to the liberal principles of Cavour in matters of 
commercial policy and for the abandonment of protection, which is 
checking the specialisation and division of labour, on whose basis 
alone a healthy economic system can be built up. JI balancio 
statale d’Italia pel 1927-8. GrivuLIo Curato. Intorno al paga- 
mento degli stipendi e salari con assegni di banca. Epoarpo 
GIRETTI. 


Marcu-Aprin, 1928. Yves Guyot un grande campion della liberta. 
Epoarpo Giretti. Gli Stati Uniti fanno prestiti all’ Europa ? 
Luiat Ernaupi. The writer quotes figures, drawn partly from a 
memorandum by Mr. Hoover, showing that in 1926 the United 
States, which apparently invested $1357 m. abroad, actually had 
a deficit on her total balance of $8 m. when all items were taken 
intoaccount. Hence he concludes that Europe had predominantly 
been borrowing funds from the United States which it had previ- 
ously lent to her. The reasons for this are: (1) that Europe has 
not sufficient confidence in itself; (2) that it has greater belief in 
the political and financial stability of the United States; (3) that 
by using the United States as an intermediary there is a better 
guarantee that borrowers will not default on the interest and sink- 
ing fund payments on the loans made to them; (4) that Americans 
are stricter than European lenders would dare to be in demanding 
adequate security, and that they can often obtain advantages such 
as exemption from taxation and other favourable treatment which 
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would not be accorded to European nationals. La tassabilita 
del risparmio. UMBERTO Riccr. With the aid of calculations 
based on a hypothetical case, it is claimed that a proof is established 
that an income tax, which taxes both income saved and the 
interest derived therefrom, does not, in fact, involve the double 
taxation of saving. This is a summary of a longer article in French 
by the same writer in the Revue d’ Economie Politique for May-June 
1927. Sulla doppia tassazione del risparmio. Mauro FaAsIAnI. 
An attack on Signor Ricci’s views set out in the article referred to 
above, and a defence of the doctrine that a general tax on all 
income discriminates against saving. Le oscillazioni dei prezzi 
in rapporto al fenomeno fallimentare. IraLo RicaLtNovi. A 
correlation of price movements in Italy since the war with numbers 
of bankruptcies does not bear out the common view that bank- 
ruptcies are to a large extent the unavoidable sequele of trade 
depressions and falling prices. They are in great measure the 
direct consequence of imperfect legislation which fails to put a 
stop to fraudulent practices. If bankruptcy laws were made more 
severe, and if those who had once been declared bankrupt were 
thenceforward excluded from membership of industrial and 
commercial associations, the number of failures would be very 
greatly diminished. Di alcuni importanti problemi di finanza : 
a proposito dell’ ultima opera del Pigou. Luict Ernavupi. A long 
and important review article, devoted to a criticism and appre- 
ciation of Professor Pigou’s book, A Study in Public Finance. 


Scientia (Bologna). 

FEBRUARY, 1928. A situwazioni economiche e sociali nuove, sistemi 
tributari nuovi. B. Griziott1. Modern economic development, 
tending as it does to produce new economic and social conditions 
—the growing urbanisation of population with consequent higher 
standards of living; new types of wealth such as bearer bonds; 
collective organisations such as joint stock companies, corporate 
bodies of many kinds, private and public; the international 
diffusion of capital, etc.—renders necessary a reorganisation of the 
financial systems of progressive countries, so as to bring their 
methods of taxation, which are the outcome of a long-drawn-out 
historical evolution, into conformity with the facts and require- 
ments of contemporary institutions. 


Annali di Economia (Milan). 


Marca, 1928. Discussione del sistema di equazioni che definiscono 
Vequilibrio del consumatore. L. AMoroso. Teoria economica dell’ 
assicurazione. G. DEL VeEcouto. Il commercio italo-argentino. 
M. GuASTAMACCHIA. 


Ekonomisk Tidskrift (Upsala). 


1927, No. 1. Some Questions concerning the Industrial Revolution in 
England. A. MonTGoMERY. On the basis of some new publica- 
tions the author makes an attempt to compare the industrial 
revolution in England with the corresponding economic processes 
in continental countries. The mutual connections between the 
various factors in this development—technical improvements, 
social institutions, supply of capital and labour, etc.—are discussed 
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and their relative importance considered. Are Public Debts to be 
Amortised? Davip Davipson. A sketch of a_ theoretical 
analysis founded on the classical conceptions of productivity and 
of money income. 

1927, Nos. 2-4. The Development of Wages in Swedish Industry. 
G. Axerman. From 1913 to 1925 the hour’s wage in Swedish 
industry and transport had increased by 163 per cent., while the 
costs of living had increased only by 76 per cent. As the improve- 
ment of labour efficiency during the same period amounts to at 
most 7 per cent., we may estimate that the real wage paid for a 
working hour of given efficiency had enhanced by not less than 
40 percent. Extremely high was the increase of real wages within 
local industries and other trades outside foreign competition. In 
agriculture, however, the real wages remained about the same. 
As is well known, Swedish industry during the last quarter of a 
century before the beginning of the war was in process of steady 
expansion, which as a natural consequence involved an increase in 
real wages of about 10 per cent. in a decade. During the war the 
industrial expansion was accelerated, and because of that a con- 
tinual increase of wages was reasonable. Furthermore, the inter- 
national development of prices was advantageous for Sweden, as 
in 1925 the index-number for the prices of the foreign raw materials 
used in Swedish industry was about 130, while the index-number 
for the prices of the finished products was 165. These two facts 
together explain, according to the author’s opinion, about half 
of the increase of real wages. The remainder, and especially the 
large increase of wages within the local industries, must, on the 
contrary, be attributed to the strenuous monopolistic policy of the 
trade unions during these years, facilitated by the deflation of 
prices 1920-22. A consequence of the increased wages is that 
from 1920 the usual expansion of Swedish industry has been 
rather deferred. A further result was extensive alterations of 
the technical methods of production in order to become more 
labour-saving. On an average there was in 1913 2-48 horse-power 
per workman, but in 1920 there was 3:19. Thus, the number of 
workmen in manufacturing industries has diminished from 
417,000 in 1920—when, however, there were great trade disturb- 
ances—to 392,000 in 1925. These limitations, together with 
the usual growth of population, have caused a considerable 
permanent unemployment, which in 1925 probably amounted to 
from 70,000 to 80,000 unemployed (as against a normal figure before 
the war of about 25,000 to 30,000). The final cause for this extra- 
ordinarily large unemployment is monopolistic pclicy of the 
trade unions in order to raise the wages. Thus “ the Device of 
the Common Rule,” practised in this efficacious manner, has after 
some time appeared to be “‘a Device of Restriction of Numbers.” 
The Effects of the New Gold Policy. Davip Davipson. The 
money policy practised by the United States during the last years 
does not seek to maintain a stable price level, but to regulate 
credit facilities in such a manner that business and production 
may go on in anormal way. Another important principle of this 
money policy is not to allow the gold supply in the U.S. to exercise 
any influence upon prices, rates of interest, etc. The possibility 
of carrying through this policy under various conditions is discussed. 
In the European gold currency countries, however, the price level is 
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not liberated from these influences of gold movements. If, there- 
fore, the normal relation between the price level in the U.S. and the 
price levels in other gold countries is disturbed, the effect is that 
only the latter price levels are compelled to undergo the changes 
which are necessary to restore the state of equilibrium. This 
fact is important if we consider that the process of rationalising 
production is going on faster in the U.S. than elsewhere. This 
tendency of sinking relative costs of production enables that 
country to retain a prosperous state of affairs during declining 
prices, while the pressure on the price level in other countries may 
for their part involve bad times until they are able to bring out 
the same improvements in their own production. 


1927, Nos. 5-6. Unemployment in Finland, 1920-1927. C. A. J. 


GADOLIN. A survey of the general economic conditions in 
Finland during the period and some remarks tending to explain 
the relatively unimportant extent of unemployment in Finland. 
(With two diagrams.) Which are in the Long Run the most 
Remunerative Objects of Investment: Shares or Bonds? HiLpine 
Metin. The author makes an attempt to get a statistical answer. 
He examines, for the period 1909-26, sixteen representative 
Swedish joint-stock companies in different branches of industry as 
to their dividends and to the changes of capital value of the shares. 
The result of this comparison is that investment in shares had 
turned out to be the more profitable. Money Value and Real 
Value. Davin Davipson. Some critical remarks on the fore- 
going paper. The value of money was higher in 1908 than in 1926. 
If the value of money had fallen as much after the war asit had risen 
before (since 1908), the bonds would have had a nearly unchanged 
value, while the value of the shares would have fallen. 


1927, Nos. 7-9. Some Problems from the History of the Development of 


Banking. A. Montaomery. The great differences between 
countries as to the organisation of the credit and money market is 
due partly to the different stages of economic development and 
partly to the difference of banking policy and other institutional 
conditions. The Monetary Policy of Europe. Davin Davipson. 
The author criticises the proposals of the Genoa conference. The 
conference assumed that a gold standard system of pre-war type 
would be prevalent also after the war. It was not foreseen that the 
Federal Reserve Banks by their newmonetary policy would prevent 
those changes of the price level in the U.S. which under pre-war 
conditions should have been caused by the export and import of 
gold. The aim of the new policy seems to be the maintaining of 
normal conditions of production but not the maintaining of a 
stable price level. The policy of the European countries, on the 
other hand is in a rather high degree still dependent on the 
fluctuations of the gold supply. As long as this difference between 
the U.S. and Europe remains the value of the dollar will determine 
the value of gold, and via gold also the value of money in the 
European countries which have adopted the gold standard. The 
discount policy of the Bank of England in 1925 is criticised. The 
recent attacks against the Federal Reserve Banks are reviewed and 
criticised. The power of controlling the price level of other 
countries which the U.S. now possesses is limited by the volume 
of the gold reserve of the Federal Reserve Banks. The present 
discords between the U.S. and the other gold countries could, 
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according to the author, partly be avoided if the European Central 
Banks collaborated in creating a monetary policy of the same kind 
as that of the U.S. It is not possible to anticipate the result of an 
experiment like this, but undoubtedly it would be worth while to 
try. Then the U.S. would no longer have the power of controlling 
the European price level. 


1927, Nos. 10-11. Conjugal Fecundity in Sweden during the Nineteenth 
Century. I. Fitopstrém. The author defends the hypothesis 
proposed by the late Professor Sundberg, that the difference as to 
conjugal fecundity in different parts of Sweden is chiefly due to 
racial differences. 

1927, No. 12. Studies in Central Bank Policy. (With special reference 
to the Dawes Plan.) Davin Davipson. A study dealing with the 
question of the best way of managing monetary policy in a country 
where the average rate of profit is higher than in other countries. 
The view held by the German Reichsbank as to the effects of 
foreign credit on the monetary conditions is said to be false. This 
view implies that under present conditions Germany would not be 
able to regulate the price level by means of discount policy. The 
error is due to a faulty conception of the great difference between 
the effects of foreign credit given to Germanenterprisersand those of 
inflation caused by a low rate of discount in Germany. The latter 
leads to a rise of the price level which is cumulative, the former to 
one which is inconsiderable and soon withdrawing. The former 
causes an excess of imports over exports which is lasting as long as 
the import of capital continues and, as distinct from the inflation, 
may be followed by an inflow of gold. Consequently, in this case 
the rise of the price level is not dangerous but, on the contrary, 
advantageous to the maintenance of the gold standard. Also 
it is pointed out that the discount policy of the Central Banks 
under certain circumstances must be strengthened by special 

measures as to their policy of lending and borrowing and of buying 
and selling securities. 
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Armstrone (W. E.). Rossel Island: an Ethnological Study. 
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9”. Pp. xxviii + 274. 18s. 
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AsHLEy (Sir W.). The Bread of our Forefathers: An Inquiry in 
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